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Attached is the much delayed paper 
on Balance of Payments Effects of OPEC 
Price Increase. It should be noted that 
these are purely impact effects based on 
OECD volume projections for first half 
1976. As orders of magnitude, they 
are probably no worse than any other 
estimates you may run across. 
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Impact Effect on Payments Balances 
of Increased OPEC Oil Prices 

Oil imports for the OECD member countries and the 
non-OPEC LDCs may average some 27 1/2 million barrels 
per day in the first half of 1976. 1/ Of this total, 

25 million barrels per day would represent imports by 
OECD countries and 2 1/2 million barrels per day imports 
by non-OPEC LDCs. 

This expected demand will be met largely from OPEC 
sources (26 1/2 mb/d), with the remaining 1 mb/d coming 
from Communist countries. 2/ 

Given these magnitudes of supply and demand, a $2 
per barrel increase in OPEC receipts would add over $19 
billion to total revenues, which already total in excess 
of $100 billion. This additional increase compares with 
total OPEC receipts of roughly $25 billion in 1973, the 
last year relatively unaffected by the major price increases 


of October 1973 and January 1974. 


1/ The only significant net importer left out of these 
groupings is South Africa. 


2/ Excludes small amounts from non-OPEC oil exporters. 
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The attached table gives a crude first approximation 
of the direct impact of a $2 and $4 per barrel increase 
in OPEC oil prices, on the assumption that other suppliers 
(Communist countries and, for the US, Canada) raise their 
prices accordingly. 

These impact estimates make no allowance for possible 
reduced consumption in response to the higher prices. 
However, to the extent that GNP growth during 1976 might 
be expected to increase demand during the year, use of 
first half '76 volume estimates at an annual rate impli- 
citly makes some allowance for a price effect. 

It will be seen from the table that a further increase 
expected 
in oil payments of this magnitude could wipe out the/im- 
provement in collective OECD current account between 1974 


and 1975, and put the LDCs further in the hole. 
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Increased 
Current Account Est. Oil Payments 
(OECD projections, including grants) ($ billion) 2/ 
in 1976 
1/ Change, 
1974 1975 1976— 74-5 $2/bbl $4/bbl 
a8 eet ee a ae: 
U.S. -1.2 3.5 -2 1/2 +4.7 4.8 9.6 
Japan 24.55 -0- 21 +4.5 3.6 722 
W. Germany 9.3 9 8 -.3 2.0 349 
France -6.0 -2.8 -3 +3.2 1.8 eee) 
Italy ; -7.9 -3.5 ~2 1/2 +4.4 1.1 2.3 
U.K. -9.1 -6.5 -5 +2.6 1.5 3.1 
Netherlands 1.6 3.0 2 +1.4 4 8 
Other OECD -16.2 -21.7 -19.0 ~5.25 2.8 5.6 
OECD Total -34 -19 -23 +15 1/4 18 36 
LDC (Treasury est.) -26 -26 N/A 1.8 3.6 


1/ 1st half at an annual rate, before impact of oil price increases. 

2/ Based on OECD projections of import volumes for lst. half 1976. 

An internal Treasury estimate yields lower numbers, on the order of 3 1/2-4 billion, 
for a $2/bbl price increase. This estimate is for the full year 1976, and makes 
allowance for both "price Shaving" and demand reduction. 
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Office of Financial 
Analysis 
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Attached are the assumptions 
underlying the projections which 
were sent to you last night, 

as well as to Mr. von Furstenberg. 


&. 


Deputy Director, 
H. |. Liebling 
room 4409 

ext. 5781] 


Economic Impact of Higher Oil Prices 


The attached projections of the impact of oil price 
increases on the economy have been developed prior to 
allowance for any offsetting measures ~- windfall profits or 
other taxes and rebates to oil consumers -- to neutralize 
the price effects on the purchasing power of the U.S., as 
proposed by the Administration. 

Projections were calculated on several alternative 
scenarios. In each case, the direct increases in oil costs 
resulting from higher prices was considered as an equivalent 
decrease in disposable incomes, while government purchases 
also were reduced, due to the higher oil costs. 

The projections also include the indirect effects from 
lowered consumer and government purchases on GNP, prices and 
employment. With respect to prices, the indirect repercus- 
sions involve allowance for the impact on wages from higher 
prices -= in other words, a wage-price ratchet effect, 

The forecasts also assume total passthrough of higher 


Oil costs and no impact on prices of non-oil energy alternatives. 


Office of the Secretary of the Treasury 
Office of Financial Analysis July 10, 1975 


Impact of Oil Price Increases Prior to Windfall Profits 


' Tax and Rebate Programs 


Assumption 
2 OPEC Phased decontrol $2 OPEC price ri 


rice rise of old oil & phased decont>. 
976 1977 1976 1977 1976 1977 


(differences from base path*) 


Price of crude oil 


(dollars per bbl.) 1.25 1.30 1.10 2.05 2.65 3.95 
Cost of oil and products 
(billions of dollars) 7 6 5. 10 - 12% 18 
Deflator for domestic outlays (percent) 
Direct effects only . 0.4 0.4 0.4 0.6 0.9 1.1 
Direct and indirect effects** 0.6 0.7 0.6 i.l 1.4 2.0 
Real GNP (percent) -0.4 -0.5 © =0.3 -0.8 -0.9 =1.5 
Unemployment 
Rate (percent) 0.2 0.2 0.1 0.3 0.3 0.6 
Number (thousands) 150 175 100 275 300 500 


* Base path reflects import fees already imposed 
** preliminary 


Note: Total dollar oil cost impacts narrow in 1977 because (1) the base path provides for price 
increase as old oil production phases out and is replaced by uncontrolled oil and (2) hig: 
oil prices restrain petroleum demand over time. 


Office of the Secretary of the Treasury July 10, 1975 
Office of Financial Analysis 
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~ Please remgber that this is a rough 


me, 
’ 


first cut, But it may give you something 


to play with, Comments would be appreciated 


-- to be really useful thay should be received 
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be close of business Friday, preferably earlier. 
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From: Helen B, Junz 


: nel | 
Re: Preliminary first cut at estimating effects sh eeontut activity of prospective 


oil price increases. 


The following are some rough.bits and pieces on the possible effects on econsmic 
sometime this fall. 
activity of a $3 per barrel increase in OPEC's export price for oild If the 


actual increase turns out to be between $2 - $3 per barrel, estimates can be 


scaled down accordingly. If increases turn out to be in the neighbourhocd of 


$1 or less; such increases could be interpreted as being mainly face-saving 


and. not likely to stick in the face of i economic conditions, Larger 


increases could be viewed to be the outcome of seiicticnl decisions that are 
the distribution of 
more likely to be backed up by some understanding about/sucply cutbacks that 


“might be dictated by market conditions. 


the | | AXE 
The general assumptions on which xn evaluation of proegnic effects axe hasut 


is based are 4) the volume of petroleum imp sorts by ¢ consuming countries will 


be little affected xmxtl.ausk by the price ease in the short-run mainly Becduaé 
anes conservation measures have been effected already; B) OPSC imports from 
oil consuming countries will not be materially affected by an’ increase in 
revenues because imports are already beinz expanded at physically feasible 
rates ( different arguments could be made with regard to some oil producers, 


seria, ete., but these constitute a vrelativaly small part 


of tha total); C) chan-es in the imnort -rice cf watroleun ; and retrcleum 
> ws ; . a FY 


products will be nassed threugh to the retail leval, 

4 $3 per barrel incransa in the srice of crude patroleum would add approximate: 
(annual rate) ; ° 2 

$30 billion/te nkinyxad, Si SC revenues at recent levels of exports. Cf this about 
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93 billion would £a1l on non-oil pre: sucing LoC's and $27 billion on cevelopazd 
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countries. The immediate effeet vould be that countrios that already find 
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than they already have effected - or are contemplating - in order to saferuard 


their external payments positions. These countries would include a number of 


non-oil producing LUC's and a number of the. smaller OZCD countries, such as 


tame 


Spain, Portugal, Denmark, Greece, New Zealand and various others. In some countries. 
coping with external xzxk constraints is likely to take the form of import 


fedtrictions (as is already tha case in Portugal, Denmark, Australia and New 


Zealand) in others it may kaka lead to restrictive - or less expansionary than 


° 


otherwise - demand management actions or to a combination of both. In all 


these cases it should be remabered that import demand from the ‘non-oil LDC's 


and the smaller OECD countries has been a major sup, ortive factor to world trade 


© 


until early 1975. Thus a revival of import demand in: the major industrial countries 
sometime this fall is likely to be combined with some fall-off in the demand 


of other countries so that a revival of world trade will be slowed down in 


any case. A significant increase in the price of oil will stew constitute a 
further drag on projected increases intrade flows. 
Direct effects on the major industrial economies of such en increase in oil 


_prices are potentially substantial. Table 1 shows the estimated per cent 


2 


distribution of oil imports in 1974 among devaioned countries and Table 2 
translates rhaxprayertudxinersasesxinn® these into dollar distributions of the 

| projected increase i OraC revenues, .iccording to Table 2 the projected $11 billion 
trade deficit of Western Europe other than ZC in the second half of 1975 and 


the first half o£ 1976 (0.2CD projections) would be worsened by $5 billion or so ~ 
an untenable teficit fer thes countries further underscoring the point med> 


above, while import payaants ef ukhux the major six devoalored countries would’ 
increas2 by $22 billion ( Cenaca is excluded because oxports are estimated to 
: ae 
balance imports at egual jrices). 
estim..ted ; ° 
The increa-e in/import. payaents translates into the following sereentagas of 
Glee Japan = 1.5 por cant, Franee - 1 per cant, Italy - 2 por cent, UK. - 
‘ ‘ . : i 
1.7 per cent and YW, Germany - C.6 per cent. In each case a reduction fA the 


t3 o3- 
~N 
income stream of any such magnitudes either offsets fully or as in the case of 
Gernany substantially (by more than one-third) reflationary actions taken in the 
, : equals the 
course of ete year. In the case of the United seneden it pr uEREEES eeblaeronesy 
tax ‘ ee “e 
/ / measures edatathad. in che Reril budwet ( on a fult - year baste) uz 
For the five ma ajoc foreign countries combined a straight reduction éfi the 
income stream equiva lent 66 the projected -increase in oil import payments amcunts 
; fairly optimistic réal 
to 1% per cent of GNP, This compares with a projected /2 per cent/growth in 
(annual rate) . 
GNP/for these countries for the second half of 1975. ‘then the effect on the 
United states, at & per cent of GNP is ; included, the combined effect on the ma jor 
six industrial countries amounts to about 1 per cent of GNP ( annual rate), 
Clearly, these Sorts of estimates can indicate only general orders of mapnitude. 
it may well be that an increase in the price of oil such as postulated above 
may SUE CICe to increase domestic inflation rates Peer AGtenery to generate 
renewed tincertainties about inflationary prospects, which in turn may bring about 
a further increase in the already very high savings rates in most of these 
countries. Since projections of upturns £khy in economic activity this fall and 
further into 1976 are largely predicated upon a resumption in consumer spending 
which implies a fall in savings rates, a fair part of the basis for upward 
projections mehe be chip-ed away in the event of a significant increase in the 
price of oil, On the other hand, direct effects on the various CFI's may not 
be so large as to generate a renewal of inflationary fears: estimates made in 
this EYES T ON: which necessarily are very rouzhk and subject to large revisions, 
indiecta eae the direct effect on the CEI in Italy, Frence and the United 
Xingdom may be in the naishbourhoed of 6,5 per cent, in the case of Ga-many 
and the. Japan it way be rether more Significant - around 2 per cent. The conparabs- 


lity of these figures has not bern checked as yet - therefore they should ba 


used circumspectly - it probably should be safe to say that on averase th 


a. 


effect may be lL var cent or so on the Crt, 


oo ron : : _ ais 

How one fits all the various siauienne together to obtain a total effect 
on ‘projected rates of activity depends largely on how one judges the - 
fragblity or otherwise of these projections,” It seurd nai houveve er, That 
at best such an increase in oil priags ae delay the erorecese apeicd by 
One quarter ~« that is in the absence of offsetting policy actions « but it 


might well’ lead to a break in the incipient revival (of a more far reaching 


and much longer- lasting nature,- 
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vets occ <<" fable 1: Major Developed Countries: 


Structure of Oil and Oil Product Imports, 
(Per cent) 


United States | 
Japan 


France 


- Italy 


United Kingdom 
| West Germany | 


Other W. Europe 
Total - 


1974 


‘Per cent. 
of total 
23.7 
720.3 

- “10.3 
9.3 
9.3 
8.6 
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Table 2: Major Developed Countries 


Estimated Increase in Oil Payments 


(billion of U.S. dollars, annual rate) 


United States 
Japan - 
France 

Italy 

United Kingdom 
West Germany 


_ Other W. Europe 


Source: Table 1 


®& 


billion 


U.S. dollars 


6-1/2 

5-1/2 
"2-3/4 
. 2-1/2 
(2-1/2 

2-1/4 
5 


eaten eee sm eee 2 sig onahavas wae Sn octal ee ioc ee ce Ne agree ete oon 
‘ Sexed — eS FA ere eee Ne ene meee te tae 


Peas 


ee 


Aaa one Ay rem 8 ay et ire 


AAG AD AL Oo py en ere eve gee 


wins 


oy 


Pa 


: gat yin 
as 
/. 
° 
' 
3 
* 
a 
~ 
7? 
e 
. 
ed 
s 


oti, 


. 
- 
e 
r) 
a 
- 
e 


at. 


. 
ne we ee whee, 


aon 
4 
‘ 
A 2 : 
, r 
i) 
+ 
t 
: “ 7 ’ : 
. t 
an . i a a 
. 
‘ ‘ : 
‘ a 
, t 
e ' : 
: . 
. . 
. ‘eo tr 
- . 
' \ 
: ‘ 
. 
Seeley Sie le ae Seabee ee ie Zey: S. secetaete: Fe en eS tek Maelo ie ae Ria tale a ected ate Soa. Sh ae Re Bs 


BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM 


July 9, 1975 
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first cut, But it may uae you something 
to play with. Comments would be appreciated 
‘e to be really useful thay should be received 
be close of business Friday, preferably earlicr. 
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From: Helen B, Jung 
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Re: Preliminary first cut at estimating effects baNcconente activity of prospective 


oil price increases. 


The following are some rough bits and pieces on the possible effects on econsmic 


. sometime this fall, 
activity of a $3 per barrel increase in OPEC's export irice for oil If the 


actual increase turns out to be between $2 - $3 per barrel, estimates can be 


scaled down accordingly, If increases turn out to be in the neighbourhocd of 


$l or less}; such increases could be interpreted as being mainly face-saving 
and. not likely to stick in the face of projected economic conditions, Larger 


increases could be viewed to be the outcome of political decisions that are 
the distribution of 
more likely toa be backed up by some understanding about/suzply cutbacks tha 


a 


might be dictated by market conditions. 
the Axe 
The general assumptions on which sn evaluation of probable effects sxx kes=t 


is based are 4) the volume of petroleum imports by consuming countries will 


be little affected iznxthsxsk by the price rise in the short-run mainly because 


easy conservetion mecsures have been effected already; B) OP3C imports from 


7 


oil consuming countries will not be materially affected by an increase in 
revenues because imports are already being exranded at physically feasible 
retes ( different arguments could be made with regard to some cil rrodcucers, 


e.g. indonesia, ilseria, ete., but these constitute a relati 
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A 
(annual rate) ¥ 
$30 billion/te mddnprod, <2 SC revenues 2t recent levels of exports. Cf this about 


fl : 
23 billion would fall on non-oil precucing LDC's snd $27 billion on covelonnd 


countries, The imuidicte ofleet would be thet countries that already find 


themselves in precarious external positiens would nood to ease moce strin went os. - 
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than they already have effected - or are contemplating - in order to saferuard 
their external payments positions, These countries would include a number of 
non-oil producing LDC's and a number of the. sualies C=2CD countries, such as 

Spain, Portugal, Denmark, Greece, New Zealand and various others. In some countries 
coping with external xesk constraints is likely to take the form of import 
fedtrictions (as is already the case in Portugal, Denmark, Australia and New 
Zealand) in others it may keks lead to reseHienive - or less avdendicseny. Chen 
otherwise - demand managemant actions or to a: oubination of both. In all 

these cases it should be remabered that import demand from the ‘non-oil LDC's 

and the smaller OECD countries has been a major winconeive paedee to world trade 
until early 1975. Thus a revival of import demand in: the major industrial countries 
sometime this fall is likely to be combined with some fall-off in the demand 

of other countries so that * revival of world trade will be slowed down in 

any case. A significant increase in the ;rice of oil will skswn constitute a 


further drag on projected increases intrade flows. 


Direct effects on the major industrial economies of such en increase in oil 


_prices are potentially substantial, Table 1 shows the estimated per cent 


at Oo 


distribution of oil imports in 1974 among developed countries and Table 2 


translates KkaNNXDYSrEESNENSESASESXERNE these into dollar distributions of the 


projected increase in Ors revenues, Accordinz to Table 2 the projected $11 billion 
trade deficit of Western Zurope other than ZC in the second half of 1975 end 
the first half of 1975 (O2CD projections) \ould be vorsened by 35 billion or so - 


an untensble teficit fcr these countries further underscoring the soint med> 


above, while import paycents cf urhex the major six develo-ed countries would 


increas2 by 322 Dillion ( Caneca is excluded because exports are estimated to 
m 
balance imports at esual ;-riees). 
estim ted . 
The increas e in/iuport. ;aymants transletes into the following percentages of 
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income stream of any such magnitudes either offsets fully or as in the case of 


Gernany substantially (by more than one-third) reflationary actions taken in the 
< equals the 
course of this year, In the case of the United Kingdom it xexxnfarses deflationary 


tax ss 
/ / measures contained in the April budget ( on a ful: - year basis), 


For the five major foreign countries combined a straight reduction ¢fi the 
income stream equivalent 66 the projected increase in cil import payments amounts 
fairly optimistic réal 
to 1% per cent of GP, This compares with a projected /2 per cent/growth in 
(annual rate) 

GNP/for these countries for the second half of 1975, “hen the effect on the 
United States, at 4 per cent of GNP is included, the combined effect on the major 
six industrial countries amounts to about 1 per cent of GNP ( annual rate), 

Clearly, these sorts of estimates can indicate only general orders of magnitude. 
It may well be that an increase in the price of oil such as postulated above 
may suffice to increase domestic inflation rates sufficiently to generate 
renewed uncertainties about inflationary prospects, which in turn may bring about 


a further increase in the already very high savings rates in most of these 


countries, Since projections of upturns £kis in economic activity this fall and 


further into 1976 are largely predicated upon a resumption in consumer spending 
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which implies a fall in savings rates, a fair part of the basis for upward 

ecu ashé might be chipred away in the event of a sisnificant increase in the 
price of oil, On the other hand, direct effects on the various CPI's may not 

be so large as to generate a xveneval of inflationary fears: estimates made in 

this Division, which necessarily are very rouzhk and subject to large revisions, 
indiecte that the direct effect on the CEI in italy, franca and the United 

Xingdom may be in the naishbourhocd of 6.5 per cent, in the case of Ge smany 

and tke Japan it msy be vather more significant - around 2 per cant. The esonparabi- 
lity of these figures has not bern chacked as yet - therefore they should ba 

used circunspectly - it probably should ba safe to say thet on average the 


effect may be 1 var cent or so on the Cri, . 
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How one fits all the various elements together to obtain a total effect 
on projected rates of activity danends largely on how one judses the 


fragblity or otherwise of these projections, It would seem, however 


a ~3 
at best such an increase in il prices might delay the projected upturn by 
one quarter - that is in the absence of offsetting policy actions = but it 


might well lead to a break in the incipient revivel of a more far reachins 


and much longer-lasting nature, 
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Table 1: Major Developed Countries: 
Structure of Oil and Oil Product Imports, 1974 
(Per cent) 


Per cent 

of total 
United States 23.7 
Japan : 20.3 
France “10.3 
Italy - §,3 
United Kingdom : 9.3 
West Germany 8.6 
Other W. Eurepe _18.5 


Total ~ 100.0 
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Table 2: Major Developed Countries 
Estimated Increase in Oil Payments 
(billion of U.S. dollars, annual rate) 


billion | 
U.S. dollars 

United States 7 6-1/2 , 
France ) : 2-3/4 
Italy 2-1/2 | 
United Kingdom a‘ ; a 2-1/2 

West Germany : | 2-1/4 . ' : 
Other W. Europe 5 


Source: Table 1 
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 Righ issport multipliers and cependence upon crude oil imports.” Canada 
" Palances import cost + with taxes on exports and thus has ainimal Smpacts. 


EUROPE - 2 4 ek =. O42 


CARADA 155.03 | ~3.078 5.258. = 019. 
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GNP and .025 to .087 for inflation rates. The DRI Hacro Model reported 
that 40 percent of the raal GNP Fail comes irom short term interest — 
tare effects. Honetary accommodation reduces real effects while not 

significantly changing | anflation rates. {See "The impact of OPEC 

FRICING™ by Eric 3, Serr.) Tha European and Japanese results are ‘due to 
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price gives sn estimate of the elasticity. 
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IRELAND 2650. = 54. 5.00 ~.033. ~ 036° 
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GHP trend is based upen the DRI European Forecast with value of imports 
provided by the DRI Energy Group. This shows cil price change effects 
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implications of the Sisulatad import multiplier within the context of 
mi Energy and Evronean Sismwiations. She ole 
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, O12 PETES Increase for SE OONeEY in 1976 


SUMMARY ee oe ee ee : 


. 


Ae We now think it likely that OPEC will increase én: prices 
by 


about $1’ per barrel in Peas Becdusé an increase of 


this magnitude already ee been ateceiees by the governments 
of most developed unr Ce: it ‘probably would not block the 
slow ear Tecovery in the major foreign economies we 


: expect to begin in late 1975, An increase of $2 per barrel, 


while Slowing growth in the first half of 1976, would still 


probably not result in a renewed downturn, The effect of a 
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_ larger price hike -- an ean event in Our view -- would be 


severe. To control prices and protect trade balances, a 


“number of governments would feel compelled to take measures 


that would reinforce the contractionary impace of the OPEC 
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_ move, The PEC Overy would probably expire and renewed declines 


Bia output in the major foreign economies might ensue, 
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to boost Oil prices about $1 per ‘barrel in October, Subsequent 


“quarterly increases would be small. if they merely adjust for 


* inflation in the developed countries, as implied in current 
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the Setting 7 
ves The oil pi ite ane eiee scheduled for October will 

eaimeiae with a seasonal increase in the demand for OPEC 

oil on the order of 3 million b/d. as well as the beginning of 

a mild MpEBED in the Major foreign industrial economies. 

After a ‘two-year slump, we expect output in the Big Six to 


bottom out this summer and to cuen “upward by yearend, Comptceson 


of the inventory reduction process and rising government spending 


would sPEovade the initial Sense ene The recovery nevertheless 
would be sien eempacee with past nosrorendeeeon periods because: 
| ‘Unemployment will remain pagh for the next year, 

“Limiting the increase in consumer spending. 
er utilization will not recover to normal levels 
for several quarters, with investment thus remaining flat, 
-*Continued concern about a BeSergence of inflation will 
© inhibit government expansion éfforts. 
“*Reduced import demand by siaie? developed countries 

and penaett LDCs will more than offset rising sales to 

OPEC and Communist nations, wale ahi seats tavean, 
ope eeecece Cae dae Big ix, after falling ¢ at a 
~2.5%-3% annual rate in the first half of 1975, is expected 


[to inch up at a 1.5% rate in the eaecna half and then grow 


Ee perhaps double that rate in the first six months of 1976. 


Our estimate for ‘the second half of this year is based on 


forces Sir eaay in motion -- inventory adjustment and the current 
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Output, PRICE AND PAYMENT PROSPECTS 


Changes | in Real. GNP, pponsonal ty pd jusred Rates 


Change In Wholesale Prices 


Eg change from Dec 1974 to Dec 1975) 
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Opes DRM AE A crke katt cg (Percent) 3 
- as 1975 ' 

_ Average Pro- 1974 Esti- * Pro- 

. ~ Annual, . jected | mated — jected 

1959-73, 1974 1975 Isthalf 2dhalf Ist half 2d half 

GNP ne Soe © | 0.7. 0.7 2.7 1.5 ; 
Private con- yo ee eG . “3 | 
- sumption - 6.4 170 21 0.5 2.5. 2.0 2.1 : 
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- Exports of goods . Te ee ee a ee a hi 
_ and services 10.5 10.2 5.2 - 159 - 14 -10.0 -1.7 i 
.. Imports of goods or ES aie ot re is 
-- and services 11.1 5.7 = -6.4 7.2 ~ 0.2 -12.6 0.7 : : 
__- Net foreign demand? 0.9 0.2 16 ©6063 0.5 0.5 . 
‘Stes skbuilding? = 02 we «=A 04 8 80.5 -3.7 0.4 4 
7 Ga ra ae : 
",'2.° Changes are expressed as a percent of GNP of the preceding period. = is 
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frate of growth in aevecament spending. Acceleration in 1976 
depends, however, on the grudging. ‘adoption of more expansionary 
policies in West Germany, Japan, and France and on a gradual 
f improvement in consumer and business confidence. 
Impact of a $1-$2 Increase in Oil Prices 
CON GRICH ES in the major industrial countries probably 
expect an oil price increase of roughly $1 per barrel this 
are 7 . October. © We doubt euey would eeace to such a price rise in 
| a way that would alter our FeCOveEY: scenario. The direct 
impact on prices, payments balances,. and demand, would be small, 
_would take effect. with various lags, and was taken into | | 
Geietasxration in arriving at our ceriees of growth prospects | 
for the next year. . | 
A price increase of $2 Pee barrel, while not conpletely: 
one of the en of duvectastous, would ‘be disturbing to | 
policymakers in fhe Big Six. We believe that the net effect 
of their reactions would be to substantially ‘@iminish 
the drift toward the more expansionary ‘policies we have been ” 
7 anticipating: | “2. | | 
* SE a oky kyo “ alinost st certainly | would take less “stimalative 
-action this autumn than now contemplated, because of 
price and payments considerations. 


>Bonn, facing an election in late 1976 and with an 


$8 PrLivon current account SUEPIUE 7. would be concerned 


“about ‘the: inflationary effect of higher oil prices but 
probably ‘woulda still adopt slightly more expansionary 


policies. 
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*Volume imported’ in 1976 is estimated to increase marginally. This 
assumes that the unusually mild winter experienced last year will 
“not be repeated and economic recovery begins in the last quarter 
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'*These estimates are arrived at by using input-output ‘tables. 
They are probably biased on the downward side but are reasonable 


order-of-magnitude estimates, 
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on aggregate douae would prevent an acceleration of a 

in the first half. on 1976. A 32 increase in oil prices 

would directly drain off about $11 billion in purchasing 

| power in the Big Six -—- about 0.7% of combined GNP. Furthermore, — 
‘smaller developed countries and the non- el LDCs would be 

; forced to reduce imports “from the Big eae by an amount equal 


to at least half of the $5 billion ‘rise in wnete oil bill. 


anpeet of a Larger Price Increase 


Paris, faced with eeeaepoineiy: enende in Sutene 208 
employment, would probably still Gy to stimulate growth 
while slapping controls on oil imports and perhaps on 
prices. | | | | 
London, already faced with spiraling inflation, Beewawiy 
; would do nothing and allow the contractionary impact 

| of the price increase to Sie ieseit out. 

Rome, tied up with domestic political problems, would he 


+ hard Press ed to react coherently, — 
‘These policy shifts aus the. effects of higher oil costs 


We believe that a $3- $4 increase in eit prices would 
stop the recovery dead in its tracks and could lead to a decline 


ain output in the first half of next year. The effect ofa 


“price increase of this size on domestic and foreign demand would 


more than offset any Likely. reduction in consumer savings rates 


“resulting from the psychological effect of passing the 
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unemployment peak. The Brace on business expectations would 
also be chilling. | : | 

A large price increase would, we ‘Seid eve: make government 
policies more contractionary than‘in the event of a small 
price increase or none at all. 

‘Bonn, rather than moving to the meee expansionary policies 
‘predicted; would first try to offset the inflationary 
impact of higher oil prices. ae i 

" Pokyo probabty. would forego additional stimulative 

MERSULES to retain control of prices and payments problems, 

“oS Paris eee is hard to predict, but moves to directly 

‘assist the unemployed and control prices and the | 
trade balance seem mie noes likely than’ fiscal 
measures to prop up demand. | | 

: London would very likely impose’ import restrictions. 


Rome might impose import controls. 
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SUMMARY 


We now think it likely that OPEC will increase oil prices 


by about $1 per barrel in Ser oRers Because an increase of 


this magnitude already has been Aiecountes by the governments 
of most developed countries, it probably would not block the 
slow ésstente recovery in the major foreign economies we 
expect to begin in late 1975, An increase of $2 per barrel, 
while slowing growth in the first half of 1976, would still 
probably not result in a renewed downturn, The effect ofa 
larger price hike -- an unlikely event in our view -- would be 
severe. To control prices and protect trade balances, a 
number of governments would feel compelled to take measures 
that would reinforce the Ccontractionary impact of the OPEC 
The recovery would probably expire and renewed declines 
in output in the major foreign economies might ensue, | 


Pending Oil Price Increases 
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officials Seineing: te. a much eo ‘dncrease; we expect OPEC 


to boost oil prices about $1 per barrel in October, Subsequent 


quarterly increases would be small.if they merely adjust for 


inflation in the developed countries, as implied in current 
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The Setting 
“ ‘© The oil price increase scheduled for October will 


coincide with a seasonal increase in the demand for OPEC 
oil on the order of 3 million b/d.as well as the beginning of 
a mild upturn in the major foreign industrial economies. 
After a two-year slump, we expect output in the Big Six to 
bottom out this summer and to turn upward by yearend. Completion 
of the inventory reduction neecaes and rising government spending 
would provide the initial impetus. The recovery nevertheless 
would be slow compared with past post-recession pence: because: 
"Unemployment will remain high for the next year, 
limiting the increase in consumer spending. 
-*Capacity utilization will not recover to normal levels 
for several quarters, ith investment thus remaining flat. 
*Continued concern about a resurgence of inflation will 
inhibit government expansion efforts. 
«Reduced import demand by smaller developed countries 
and non-oil LDCs will more than offset rising sales to 


OPEC ee Communist nations. 
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Real aggregate GNP in the Big 3ix, after falling ata 


2.5%-3% annual rate in the first half of 1975, is expected 
j to inch up at a 1.5% rate in the second half and then grow 
=H at perhaps double that rate in the first six months of 1976. 

Our estimate for ‘the second half of this year is based on 


forces already in motion -~ inventory adjustment and the current 
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Changes © in Real GNP, Seeesonek ty. nage ned: Rates 


B: seen Be cM deve 9 yey we Al COR gag SORE Se) ke her ee gt ce a (Percent) 
1975 

Average Pro- 1974 Esti- * Pro- 

Annual " jected mated _— jected 


1959-73. 1974 1975 Isthalf 2dhalf Ist half 2d half 


GNP — (6.6. 1.1 0.7. ses 0.7 -2.7 1.5 
Private con- >. Me Ne. 2 s 
sumption | 6.4 1.7, 2.1 0.5 2.5 2.0 2.1 
Government pur- 
chases * 15 1.2 4.7 — 3.8 5.1 5.0 
Gross fixed pri- , ou 
vate investment 9.0 4.6 -5.6 99 -6.0 -6.5 -3.3 
Plant and equip- 
ment . 13.0 3.8 -3.6 -11.3 4.7 -3.9 -1.9 
’ Housing construc- Bs : 
tion 5.0 5.7 -8.6 -7.8 7.9 | -10.5 5.4 | 
Final domestic | __ = 
' demand -, 6.4 0.2 1.0 -2.0 0.9 0.8 1.6 oh 
Exports of goods ae are : oe 
and services 10.5 10.2 5.2 °° 159 © 14 _ --10.0 17 +f 
Imports of goods ~ . AD og oe 
and services 11.1 5.7 -6.4 7.2 0.2  -12.6 0.7 
Net foreign demand? _.... 0.9 0.2 1.6 0.3 0.5 -0.5 
-Stockbuilding? = 0.2 eB) 0.4 05 = 3.7 0.4 


1. Canada, France, Italy, Jzpan, the United Kingdom, and West Germany. 
‘2. Changes are expressed as a percent of GNP of the preceding period. 
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grate of growth in government Ssenatne. Acceleration in 1976 
depends, however, on the grudging. adoption of more expansionary 
policies in West Germany, Japan, and France and on a gradual 
improvement in consumer and business confidence. 
Impact of a $1-$2 Increase in Oil Prices 

Governments in the major industrial countries probably 
eepece an oil price increase of roughly $1 per barrel this 
October. We doubt EneY would react to such a price rise in 
a way that would alter our recovery scenario. The direct 
impact on prices, payments balances, and demand, would be small, 
would take effect with various lags, and was taken into 
consideration in arriving at our estimate of growth prospects | 
for the next year. | . | 

A price increase of $2 per barrel, while not completely 

out of the eee of expectations, would be disturbing to 
policymakers in the Big Six. We believe that the net effect 
of their reactions would be to substantially diminish | 
the drift toward the more expansionary ‘policies we have been 
ae = S 
; ‘» Tokyo “ almest certainly wourd re less stimulative 

action this autumn than now Ccntemplated, because of 

price and payments considerations. 

>Bonn, facing an election in late 1976 and with an 

$8 billion current account surplus, . would be concerned 

“about the inflationary effect of higher oil prices but 

probably ‘would still adopt slightly more expansionary 


policies. 


Increase in Cost of Imported Oil in 1976* 


‘Billion US §$ 


Increase in 


per barrel Smaller Developed 


‘price of oil § Big Six % of GNP  - Countries’ — , Non-oil LDCs 
$1 | 5.3 0.3 ) 9 
$2... (30.6 3~=— 0.7 1.8 
$3 - 7- 15.9 1.0 2.7 
$4 21.2 i133 


a ‘ ; i 
*Volume imported in 1976 is estimated to increase marginally. This 
assumes that the unusually mild winter experienced last year will 
not be repeated and economic recovery begins in the last quarter 
of this year. zs, 


Estimated Impact of Higher Oil Costs _ 
on Wholesale Prices in 1976* 


eee _ _spercentage increase in wholesale prices 


ie : : 
Le Japan West Germany France UK Italy 


Increase in 
‘per barrel 
price of oil 


Se og Oe ga eo aa on 
$26 “30.7 5 03 0.5. 0.8 
$3 1.0 1.00 | (0.4 0.8 1.2 
$4 eee ae ee oe 1.6 


*These estimates are arrived at by using input-output tables. 
They are probably biased on the downward side but are reasonable 
order-of-magnitude estimates. 
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employment, would probably still ny to stimulate growth 
while slapping controls on oil imports and perhaps on 
prices. 

London, already faced with spiraling inflation, probably . 


would do nothing and allow oe contractionary impact 


» Paris, faced with aveapeointina PRenas in output and 
| 
| 
| 

of the price increase to slay’ itself out. 

Rome, tied up with domestic political problems, would he 

| 


'- hard pressed to react coherently, 
‘These policy shifts and the effects of higher oil costs 


on aggregate demand would prevent an acceleration of growth 


Sree ese 


in the first half of 1976. A $2 increase in oil prices 
‘would directly drain off about $11 billion in purchasing 
power in the Big Six -- about 0.73 of combined GNP. Furthermore, — 
smaller developed countries and the non-oil LDCs would be 
forced to reduce imports “£rom the Big Six by an amount equal 
to at least half of the $5 billion rise in their oil bill. 
impact of a Larger Price Increase | = 

We believe that a $3- -$4 increase in ett prices would 
stop the recovery dead in its tracks ané could lead to a decline 
in output in the first half of next year. The effect of a 
price increase of this size on domestic and foreign demand would 
more than offset any likely. reduction in consumer savings rates 


resulting from the psychological effect of passing the 


° 


unemployment peak. The attect on business expectations would 
also be chilling. | 

A large price increase would, we believe, make government 
policies more contractionary than‘in the event of a small 
price increase or none at all. 

' Bonn, rather than moving to ‘he more expansionary policies 
predicted, would first try to offset the inflationary 
impact of higher oil prices. 

Tokyo probably would forego additional stimulative 
measures to retain control of prices and payments problems, 
Paris Geaction is hard to predict, but moves to directly 
assist the unemployed and control prices and the 
trade balance seem much more likely than’ fiscal 
measures to prop up demand. - 

‘London would very likely impose import restrictions. 


Rome might impose import controls. 
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REFERENCE- (A) AIDTO CIRC A-619; (8) STATE 020995 


1. Ref B requested cach addressee to answer series of questions on 


POP , oe at. .onerev beg 5 ; 
impact of the puxenkhue crisis on its countxy's 1974 balance o% 


£ ‘ 4 
eos eA o + * wo ., . a as < a. 
/ Git payments and direct!y reltated issues ineluding host goveranent'! 


view of the probler and how it expected to Finance prcebable hicher 


o1l import bill. Responses to chis request were used in preparing 


AID/W study Quote The Energy Crisis and the Developing Countrics: 


The Need for Additional Financing Unquote: wiich was transmitted to 


acadresseé posts by Ref A. 


2. Our continuing concern over the issue and incressing dcenmaut 


ww 


within end ourside State/AID fox type of infornation contained in 


Gata base used in initial study. —- 
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3. Accordingly, addressees requested to submit balance of payments 
data for your country for CY 73, 74, 75, as follows: 
(A) Exports (FOB, Payments Basis) Total. Show two or more 
major items. 
(B) Imports (CIF, Payments Basis) Total. (1) Fertilizer; 
(2) Petroleum; (3) Foodgrains. 
(C) Trade Balance 
(D) Net Services 
(E) Net Transfers 
(F) Current Balance 
(G) Official Capital (Medium and Long Term) Net. (1) U.S.; 
(2) Other DAC; (3) O11 Producers (OPEC); (4) Communist Countries. 
(H) Private Capital (Net) 
(I) Overall Balance 
(J) Financed by: (1) IMF Oil Facility; (2) IMF - Other; 
(3) Other Short-term Borrowing; (4) Change in Reserves. 
(k) Debt Service 
(L) Foreign Exchange Reserves (Gross) 
4. In preparing data: 
(A) Suggest you use following estimated 1975 price bases for major 
imported commedities in order to permit comparability emong various 
country estimates: Crude Oil $10.70/bb1l (FOB,Persian Gulf); Rice 


$524/MT (Milled FOB Bangkok); Wheat $223/MT (Red Spring FOB West Canada). 
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For exports, following are suggested 1975 price assumptions for 


selected commodities: 


(Spot NY); Groundnuts $429/MT (CIF Europe); Bananas 16.1 
(CIF Hamburg); Sugar 33 cents/lb (World- 


62 cents/lb (CIF U.K.); Copper 85 cents/lb (IME), 


Coffee 8C cents/lb (Spot NY); Cocoa 89 cents/lb 


cents/kg 
ISA FOB Caribbean)! Cotton 


If your source data 


for 1975 are inconsistent with these price assumptions to a degree that 


would alter the results significantly, make appropriate adjustments in 


data submitted. Justify use of your own assumptions. 


(B) Indicate annual changes in volume of imports/exports; be as 


specific as possibie. 
(C) Do not leave blanks; use rough 
explain basis of estimates, 


(D) | Spell out major assumptions. 


estimates if necessary and 


(E) Provide any additional detail which may have particular 


relevance for your country. 
(F) Indicate source of data. 
5. In addition, please comment briefly 
problem with reference to host country: 
{A) Estimated GNP growth rates for 


estimates of the marginal effect of the 


on following aspects of energy 


1974 and 1975 and your 


energy crisis on these rates. 


(B) Effect on near term import-export policies and programs. 


(C) Effect on longer run import/export policies and plans and 


other principal features of country's overall development strategy, 
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including medium term growth prospects, energy adjustment plans, 


and effects on income distribution. 


(D) 


Nature of known commitments by oil producers (OPEC). 


G. Replies should reach AID/W by January 6. 


7. For all LA posts: 


data by January 2. 


Cable Room: 


Send to All LIST P Countries Except: 


Amenmbassy 
Amembassy 
Amembassy 


Also send 


Amembassy. 


Amembassy 
Amenbassy 
Amembassy 
Ameimnbassy 
Amenldoassy 
Amembassy 
AMembassy 
Amembassy 
Amembassy 
Amembassy 
Ameambassy 


AUD GISA (12-7) 


AMMAN 
Buenos Aires 
PHNOM PENH 


to the following addressees: 


BANGUI 
N'Djamena 
LOME 
MASERU 
MOGADISCIO 
TANANARIVE 
OUAGADOUGCU .” 
GABORONE 
BUJUMBURA 
RIGALI 
PORT LOUIS 
BLANTYRE 


Bureau requests 


submission 74/75 oil import 
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8 ACCRA 
7 ADDIS ABABA 
PoCAMMAN 
15 ANKARA 
7 ASUNCLION 
3. BAMAKO 
12 BANGKOK 
15 BOGOTA 
20 BRASILIA 
$= BUENOS BREE 
2 CAIRO — 
3 COLOMBO ° 
3 GCONAKRY 
3 caronoyu 
5 DACCA 
5 DAKAR 
5 DAR ES SALAAM 
3. FREETOWN 
5 


GEORGETOWN 

“3 DAA SE cee 

6) MID Aled lA 
SMASERU 
CAPTIONS 


iCCRA FOR USAID AND RPO 


. BANGKOK FOR USOM AND RED 


LIST P FOR A.I.D. AIRGRAMS AND TELEGRAMS 


LIST P 

9 GUATEMALA 
18 ISLAMABAD 
& JAKARTA 
13 KABUL 

8 KATHMANDU 
2 KHARTOUM 
5 KINGSTON 
8 KINSHASA 
LO LAGG 

10 LA PAZ 

13 LIMA 

3 Lome 


10 MANAGUA 
3 MANILA 
% WMBABANE 


2 I eALGO 


LQ MONROVIA 

8 MONTEVIDEO 
12 NAIROBI 

LO NEW DELHI 


ZIMMEGEAVIS CIC 
OTAMANAR IY FE 
OCA CP ONE 


DAR ES SALAAM FOR USAID AND RDOFA/ARUSHA 


GUSTEMALA FOR USAID AND ROCAP 


WALROBL FOR USAID AND REDSO/EA 
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3 NIAMEY 
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4 PORT AU PRINCE 
10 QUITO 

7 RABAT 

10 SAIGON 

3 SANAA 
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10 SANTIAGO 
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ee way—the individual’s activities pose a threat to 


American relations with another country. The govern- 
ment would not have to possess evidence that the 
individual actually even knew a foreign agent. Nor 
would the government have to have evidence that the 
individual had committed a crime or had in any way 
intended harm to the US. It might have been sufficient 
in the case of a journalist, for example, if a foreign agent 
merely was able to read the journalist’s published 
writing. (Indeed, James St. Clair employed this 
reasoning in arguing before the House Judiciary 
Committee last summer that the so-called Kissinger 
taps in 1969-71—warrantless surveillances on 17 
American newsmen and government officials who 
were suspected of leaking and publishing sensitive 
information—“were legal then and still meet the 
current legal standards [under the Keith case].” 

Relying principally on the language and history of the 
Fourth Amendment, the DC appeals court last week 
reversed the lower court. According to the appeals 
court, the President must obtain prior court approval 
before he can authorize a wiretap on an American 
citizen who has no relationship with a foreign power or 
a foreign agent. In reaching this judgment, the court 
observed that “the Constitution compels us to do no 
less.” 

However important the appeals court's decision is, it 
does not finally resolve the issue or obviate the need for 
congressional action. First of all, the matter will not be 
settled until the Supreme Court rules on the case— 
which may be months and perhaps years from now. 
Moreover, the appeals court’s ruling leaves unresolved 


imme iNew Wwepuodlic 


those situations where the government suspects an 
American citizen is actively collaborating with foreign 
agents. That loophole should be closed, too. 

Even if one were to assume that the Court will rule 
favorably on all these matters, Congress still has a 
responsibility to ensure that the applicable standards 
and.. procedures provide sufficient protection for 
constitutionally guaranteed freedoms. To this end Sen. 
Kennedy and I have introduced a bill to prohibit 
warrantless wiretaps for national security purposes or 
any other reason. The government would have to 
satisfy strict criminal standards before it could get a 
warrant approving a “national security” wiretap on an 
American citizen. (The standard would be less rigorous 
in obtaining a warrant to wiretap a foreign power.) The 
bill would also require the government to notify 
American citizens of the interception after the tap is 
removed, unless the court has agreed to postpone the 
notification for legitimate national security reasons. 
Only in this way will an individual be sure to learn of 
the tap and thus have the opportunity to seek court 
relief for any violation of his rights. 

Attorney General Saxbe opposed the bill last year, 
but Attorney General Levi says he is now reviewing the 
matter. If individual liberty--and not unrestrained 
government power—is to remain the hallmark of our 
political system, the Justice Department should support 
the bill and Congress should pass it. 


Gaylord Nelson 
Mr. Nelson represents Wisconsin in the US Senate. _ 


| Recovery Now, Relapse Ahead 


Another Oil Recession 


by Charles L. Schultze 


There is, by now, a strong possibility that the current 
struggle between the President and Congress over 
energy policy will end up producing the worst of all 
possible outcomes. The price of petroleum and other 


Charles L. Schultze was director of ‘the. Bureau of the 
Budget during the Johnson administration and is now 
senior fellow at the Brookings Intitution. 


fuels will rise sharply over the next two years, draining 
substantial sums away from consumers. And this loss 
of purchasing péwer could in turn abort the recovery 
now apparently ready to begin, threatening the nation 


“with many more years of unconscionably high unem- 


ployment, coupled with an added spurt of price 
increases. 
A significant part of the present recession can be 
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traced to uncompensated oil price increases. The large 
jump in crude oil prices that took place in 1974—from 
four dollars a barrel before the embargo to an average 
of about $9.50 in early 1975—drained $35 billion or 
more in purchasing power from consumers. The 
proceeds of this price rise went principally to two 
groups: foreign producers (OPEC) and domestic oil 
companies, in just about equal proportions. Those who 
paid the higher price had less to spend on other things. 
Consumer sales fell off and workers in consumer goods 
industries lost their jobs. The OPEC countries did not 
boost their imports from us by an amount anywhere 
near commensurate with their swollen oil receipts. And 
while domestic investment in oil, gas and coal did rise, 
the gain was offset by a fall in electric utility 
investment. As a consequence, jobs lost in the 
consumer goods industries were not replaced by jobs 
gained in industries producing export or investment 
goods. My colleague George Perry at Brookings has 
estimated that about one-third of the rise in unemploy- 
ment over the past year can be traced to this cause. We 
appear to be about to repeat: that experience. 

Oil in the United States comes from three sources: 38 
percent from imports, selling in January 1975 at $12.50 
a barrel; 25 percent from domestically produced new oil, 
not subject to price control, and selling at a price slightly 
below imports; and 37 percent from old oil, subject to 
price control at $5.25 a barrel. The average price, 
blending all of these sources, was about $9.50 early this 
year. Since January, President Ford has imposed a two- 
dollar fee on imported oil, raising its price accordingly. 
Uncontrolled new oil prices are rising to match the 
import price increase. The President has also proposed 


9 


to remove price controls on old oil over a two-year 
period. Together, these actions would raise the price of 
oil to an average of about $14 a barrel, by the middle of 
1977. Finally the President’s program includes a series 
of tax reductions designed to pump back into the 
economy the monies removed through the price 
increases. While one can quarrel with the particular 
form of the suggested rebates, at least the administra- 
tion recognizes the need to restore the lost purchasing 
power. 

Congress has so far not been able to come up with an 
energy program of its own. The Democrats cannot 
agree among themselves on what to do. And the 
Republicans are voting against any major program that 
differs from the President’s. In the end the President 
may get most of what he wants, but the absolutely vital 
element of rebating the lost purchasing power seems 
likely to slip between the cracks. 

The import fee has been imposed by the President 
through executive action under an existing law, and 
Congress has shown itself unable to override a veto of 
legislation designed to strip away that power. The law 
under which the price of old oil is controlled expires on 
August 31. Continued control depends on enacting a 
new law. The President's ability to sustain a veto 
probably gives him the power to negotiate a compro- 
mise extension bill very nearly meeting his own 
objectives—say, gradual decontrol over three years 
instead of his proposed two years. 

Finally the OPEC nations have given every indication 
that they will raise the price of oil this September. No 
one can now predict the size of that increase. But, 
barring unexpected problems among the members of 
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10 
OPEC, a rise of two dollars is by no means out of the 
question. 

Combining all three of these developments—the 
two-dollar import fee, decontrol of old oil over three 


years and a two-dollar OPEC price increase—what 
would be the effect on the economy? First the average 


price of oil sold in the United States would rise to $12 - 


per barrel in September and then by steps to $16 over 
the next three years. Prices of gasoline, heating oil and 
other refined petroleum products would rise according- 
ly. The prices of petrochemicals, electricity and other 
goods using oil would also increase. Coal prices would 
rise in sympathy, and as old contracts for coal purchases 
gradually expired or were renegotiated, the average 
price paid by utilities for coal would move upward. The 
same thing would happen to intrastate natural gas— 
that is, gas produced and sold within the same state, 
which is not regulated in price. 

By the first half of 1976, the combination of these 
events would be draining an additional $13 billion in 
purchasing power from consumers’ pockets. This 
ameunt would rise to between $30 and $35 billion by 
_ the second half of 1977. State and local governments 
would pay several billion more for the energy they 
consume, leading to further state and local tax 
increases and an additional burden’ on consumers. 

The tax cut passed this year by the Congress to 
stimulate recovery (which will probably be extended 
for the next several years) provides about $10 billion in 
additional after-tax income to consumers. Already, by 
early next year, the purchasing power drain from the 
new oil price rises would more than equal this stimulus, 
and by late 1977 would take away three to four times as 
much purchasing power as the tax cut was providing. 
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The New Republic 


At the same time as this was occurring, the rate of 
inflation—which is now beginning to taper off—would 
be given a new fillip. Over a two-year period, the 
energy price increases outlined above would directly 
add 2.5 to 3 percent to the cost of living. In turn if wage 
increases accelerated by only a fraction, say onedthird, 
of this extra price rise, other nonenergy costs and prices 
would escalate. The whole process could end up adding 
perhaps 3.5 to 4 percent to the price level by late 1977. 
Unless the Federal Reserve Board raised its targets for 
growth in the money supply by a corresponding 
amount, credit conditions would tighten, interest rates 
would rise, and a still further downward thrust would 
be given to the economy. 

Under these circumstances the chance of an aborted 
recovery would become a virtual certainty. While the 
economy would probably continue to improve over the 
remainder of 1975, and conceivably into early 1976, its 
momentum would soon be lost. At best, the rate of 
unemployment would stop falling and remain stuck 
between 8.5 and 9 percent for a long period. Equally 
likely, the incipient recovery could be followed by anew 
downturn, sending unemployment above 10 percent. 

The central message of these calculations is that 
sharp uncompensated increases in energy price can have a 
disastrous effect on the prospects for recovery. 
Whatever the outcome of the battle between the 
President and the Congress on energy policy itself, it is 
critical for the economic health of the nation that major 
energy price increases, from whatever sources, be 
balanced by fiscal and monetary measures that restore 
to consumers the purchasing power they los® by the 
price rise, and to credit markets the funds needed for 
financing the higher cost of energy. 


Playing OPEC’s Game by OPEC’s Rules 


Oil Double-Talk 


by Eliot Marshall 


Since 1973 the administration has been squirting 
squid’s ink over the energy crisis, issuing threats, 
promises and sweet talk in a protective cloud that’s 
probably done more to obscure than clarify the US 
position on oil. The confusion is partly accidental in that 
it reflects a series of changes in staff and opinion at the 
White House. But it’s partly contrived. Henry Kissing- 


- 


er, who's trying to become the chief policymaker in this 


. field, has a familiar method for settling disputes like the 


fight over oil supplies. He visits all the contestants, 
telling them individually what they want to hear, and 
then withdraws to put together a solution that he 
hopes will serve American purposes but that may be 
quite different from assurances handed out earlier. 
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REMARKS OR ADDITIONAL ROUTING 
oo 


Your comments on the attached dccuments would be 
appreciated by noon, April 8th. This will permit 
the preparation of a timely cable and considerations 


of the suggested revisions by Bartsch prior to final 
editing and release. 


“i.e. indication of incorrect magnitude, desirable 
deletions or additions, ) 
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Arab Bank for Economic Development 
in Africa 


Avab Fund for Economic and Social 
evelonnent 


Arab Investment Company 
Arab International Insurance Company 
Arab Honetary Fund 


Arab Maritime Petroleum Transport 
Corporation 


Arab Petroleum Investment Company 


frab Shipbuilding and Repair Yard 
Company 


Islanic DPevelopnent Bank 
Islamic Solidarity Fund 
Kuwait Investment Company 
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I. MAJOR FEATURES OF OPEC FLOWS 0 DEVELOPING COUNTRIUS AN 
MULGIBATERAT INSTITUTIONS 
AAC NO ETE ea SPN RR ASAE toa ta nts 


During 1974 OPEC countries seem to have committed about 
$12.5 billion in resources to developing cowntriesf not counting 
$3.2 billion made available to the INF oil facility(1), sem 
Syndicated loan issues yee military support assistance) » Almost 
two-thirds¥consisted/apparentip of concessional assistance 
commitments, with the remainder being roughly equally divided 
between IBRD bonds on the one handjand government lending ga ct 
non-concessional terms and investments on the other, Con= 
cessional economic assistance (ODA=type ) commitments reached 
$8 billion in 1974 of which 86.1% billion or over three-cbunthe 
+W2pe committed bilaterally and $1.8 billion to multilateral 
institutions largely for regional Arab institutions, With 
the exception of Indonesia and Ecuador all oOpre countrics par 
ticipated*in the aid effor “2 eh to varying degrees;\ The 
largest donors offeommitments in absolute terms were ivan 
(32.5 billion) and Saudi Arabia (about $2 billion) followed 
by Kuwait (31 billicn? “che UAE ($0.9 billion) and Libya 
(20.75 billion), but.in relation to GNP, the UAE and Kuwait 
‘were the most generous donors (see Table 1); 


A significant part of OPEC assistance consists of grants 
and interest-free loansaand some of the interest-bearing 2oans 
have a grant element weil above 25 per cent. For several tran- 
Sactions, however, the financial conditions are not yet fixed 
or not mown and it may well be #hemade that some of them auil( 
turn out to be ion=concessional in the end. This was for 
instance the case with Venezuela's $500 million contribution 
to IDB (which was believed to be. casmemmited but the final agree- 
ment provides for an interest rate of 8 per cent) and Irants 
$150 million credit to Syria. It must also be noted that a 
number of rather large amounts included are not commitments 
in the strict sense but general pledges made in connection 
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(1) The INT does not consider the contributions, which/vartly 
benefit ceveloped countries, as a flow of resources, 
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with state visits and similar occasions, the precise con-— 

PA tents of which remain to be agreed YWigy between donor and 
recipient. Military aid is, in principle, excluded but it 
is likely that part of the large general support assistance 
to Middle Hast countries has been used for defence purposes, 
Figures in this note do not include the price differentisl 

x resulting from the fact that some oil-exporting countrics 
have agreed to sell oi] directly to certain Beye opine coun= 
tries at a reduced price. However, oil sold onferedit or 

Z (entirely provided’ as a grant is included. 


Bilateral aid commitments and disbursements are heavily 
concentrated on a few countries. Four countries received 

$e 70 per cent of total commitments,of which Egypt alone 30 per 
cent. India and Pakistan shared 14 per cent each and Syria 

12 per cent. Five other countries (Avg sentina,s Bangladesh, 
Jordan, Somalia and Sudan) have obtained another 15 per cent 
leaving only 15 per cent for all other (twenty-nine) countries. 
A positive feature in the geographic distribution is the fact 
that the’most seriously affected countrics received more than’ 
.four-tenths of total bilateral commitments (see Table 2). 
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Comiitments to multilateral institutions accounted for 
roughly a quarter of OPEC countries! assistance in 1974. They 
were particularly large in the case of Algeria, Kuwait, Libya, 
Saudi Arabia, the UAE and Venezuela, but were small in the 

‘case of Iran and Iraq, which EER acee most of their aid 
ee However, -Souser multilateral aid is given to 


gbobet ener institutions. Only Kuwait contributes to TDS Aya what 
‘contributions to UN organisations remained Aepy modest and 
Piles, fell short of the assistance received from these agencies in 
2 : 1974. Pledges for 1975 to the UNDP were gomewhat higher 


¢ 10; 3 million of which 70 per cent was contributed by Iran, 
Saudi Arabia and Vonezuela), but still accounted only for 
2.8 per cent of total resources. On the other side, OPEC 
countries wes the tain contributer to the UNS0 Special 
Account with $160 million. The bulk of multilateral 
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assistance was committed to Arab/Islamic institutions re- 
cently ect up by the Arab oil-producing countries and, in the 


- case of Veneguela, to regional Latin Americon institutions. 


The largest commitments were made to institutions which are 
not yet operational, namely the Islamic Development Bank 
(3692 million) and ABEDA ($407 million). For more details 


see Tables 3 and 4, dole das buvemg 


Although some/6f, the major commitments were for 
relatively -xites ch > noneproject assistance in-~ 
cluding oil sales on credit, it will take considerable tine 
before the high commitment level is translated into effective 
disbursements. Disbursement figures are only available for 
part of the commitments, in particular for multilateral aid 
and for bilateral aid from Iran and Venezuela, On the basis 
of this information and some additional indications, an 
attempt has been made ‘o estimate the likely level of dis- 
bursements cf concessional economic assistance from OPEC coun- 
trics in 1974. It would seem that disburscmenits have reached , .. 
v2e5 billion in 1974 corresponding to close to 2 per ceni of oon a 
the combined GNP of the major OPEC donors and over 2.5 per ane 


cent of jap alee oil income, The estimated aid dis- pers 
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bursenent of G2. 5 billion compares with an expected net flow’ t" 
of official eee assistance from DAC countries in 1974 
f $11.4 billion. ‘The largest aid donors in terms of effec 
tive disbursements were Saudi Arabia (5850 million), Iran 
($500 million) and Kuwait ($380 million), but Kuwait and the 


‘UAE made the largest effort in relation to GNP with 3.7 and 


3 per cent respectively. 


Almost four-fifths of total ODA=type disbursements were 
bilateral. They( m-inly/consisted”of xenoral support assistance 
(partly in grant form) and of o11 sales on credit. As in the 
case of cormitnentgyelcypt, syria, Pakistan and India were the 
main recipients. Project assistance, on the other Pei ces 
time to implement and only a modest share scens to Andis 
pursed. Yhe best example is the Kuwait lund whose commitments 
increased substantially in 1974=75 while net disbursements 
were almost nil, since gross disbursements barely exceeded 
renoyments on nrevious lems. 
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[mhe administrative requirements depend largely on the 
nature of the aid programme especially on the relative in- 
portance of project assistance, While before 1974 only 
Kuwait disposed of a specialised aii agency in the form of 
the Kuwait Fund( created already in 1961),ana the Abu Dhabi 
Fund had just started operations in late 1975, three more 
oil producers took steps in 1974 toward establishing aid 
agencies, Iraq set up the tragi Fund for External Assistance, 
Saudi Arabia decided to establish a Development Assistance 
Fund which, srobably)will’start operating in 1975,and Iren is 
creating a special unit in the Ministry of Finance and 
Economic Affairs which is/ggimg to deal with aid and invest- 
ments. Wor the identification and appraisal of projects, the 
new donors rely partly on the World Bank, FAO and other 
multilateral institutions. In many cases projects are carried 
out jointly either by two or more OPEC donors,or by one-donor 
country in co-operation with international or regional © 
institutions. 


In addition to concessional contributions, substantial 
public sector commitments and disbursements are extended on 
A Cat, ite 
a non-concessional basis. In these cases ASE iceaieee motives 
are combined with the objective of securing attractive and 
remunerative inyestn enta of surplus revenues. By far the 
AA 

largest amounts wows pused for the purchase of World Bank 
bonds and for contributions to the Ii? oil facility. During 


1974 OPEC countrics subseribed $2.1 billion of World Bank 


bonds fexcluding 2-year notes) which were entirely purchesed | 
with the exception of $75 million. By far the largest amounts 
were purchased by Saudi Arabia (3591 million) and Venezuela 
(2523 million). ‘750 million geve loaned at 8.5 per cent 

end $23 million at 7.5 per cent; all other bonds carried 

8 per cent interest. The oil=producing countries were also 
the major contributors to the IMF "oil facility". They 
offered {3.2 billion in 1974 at 7 per-cent interest with 

Saudi Arabia providing $1.2 billion and Iran $0.7 billion. 
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According to unconfirmed reports OPEC countries are willing 
to provide another $2.7nAbillion for the replenishment of the 
oil facility in 1975 (see Table 5). 


Other examples of government lending on non-concéssional 
terms include a [500 million trust fund for IDB (at 8 per cent 
interest) and $210 million for Central American countries from 
Venezuela, $150 million for Syria and $60 million for Pakistan 
from Iran, $100 million to Yugoslavia and $60 million to 
Algeria from Kuwait, $200 million for Argentina from Libya, 
$90 million for Egypt from Qatar, $450 million for Egypt from 
Saudi Arabia and $57 million for Pakistan from the UAE. 


OPEC ccuntries have also started to make considerable 
investments in developing countries either through multilateral 
investment institutions set up by the Arab oil producers such 
as AIC, APIC, ASPRY, AMPEC, or bilaterally, frequently in the 
form of jeint ventures. <A substantial number of projects have 
been ennounced involving downstream investment@ in the or Nie be 
industry but also shipping, fertilizer and real estate wese 
among the priority sectors. Increasing attention is being 
given to investment in agriculture, particularly in Sudan. 
Additional large amounts of surplus oil revenues have been 
flowing to the developing countries indirectly, notably in 
the form of syndicated bank loans. 


Although outside the scope of the present study it 
should be mentioned (that [apart ee or enne assistance] the 
Arab. oil-producing countries have mt substantial financial 
support to the "Confrontation States" for military purposes. 
Military support a assistance in 1974 is likely to have exceeded 
$1 billion and at the Seventh Arab Summit Conference in 
October 1974 it was agreed that the Arab oil producers should 
provide 32.35 billion annually for this purpose from 1975 
onwards. However, in January 1975 only $1.35 billion WERRSD WAS 
made available of which $580 million each lent to Egypt and 
Syria, $175 million to Jordan and $30 million to Palestine 
organisations. The ccntributing countries were Saudi Arabia and 
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Kuwait with $400 million each, the UAB $300 million, Qatar 
$150 million, Iraq $100 million end Bahrain $5 million. 
Algeria and Libya do not contribute. Kuwait, Saudi Arabia 
and Abu Dhabi are believed to purchase jet fighters for 
Egypt in addition to the $580 million. saudi Arabia appa-. 
rently also has agreed to provide another $30 million to 
Jordan for military purchases, In February 1975 the Arab 
countries agreed to provide $62 million in military suvport 
assistance to Lepanon(1). 
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During the first three months of 1975, OPEC countries 
have already committed relatively large amounts of both con- 
cessionel and non-concessional finance and it can -reasonably~ 
course of the year. Together with large amounts of undis- 
bursed 1974 commitments it should lead to relatively high 
disbursements in 1975, the precise level of which cannot 
be indicated Vee any accuracy at pois stage. It will largely 
depend on the iw of assistan in particular the relative 
importance of non-project nya assistance. 


to te Ce , , 
As regards future years oi+—pewenue oe ojections up to 


1980 have been considerably scaled down(2) which will effect 


the OPEC countries! capacity for new aid commitments and 
disbursements. OPEC monetary surpluses will eventually be 
confined to five countries - Saudi Arabia, Kuwait, Libye, 

the UAE and Qatar - a large provortion of which will be spent 
on aid and investments in the poorer Arab states. However, 
at present a large share is spent on military support assis- 


vance to the confrontation states(3) and it is not -sex~, "whether 


(1) Estimated defence exvenditures in 1974 by the Arab states 
(excluding Mauritania and Somalia) totalled some 38,2 
billion equivalent to 7 ver cent of their eccllective GUPs 
of which 335.1 billion wee acccunted for vy Lipfsaats oar 


(2) The survlus which was about 355 billion in 1974 will vro- 
bably fall to less than 350 billicn in 1975 and may dis- 
appear by 19€0. ‘the total cumulative surplus through 1986 
will probably not exceed 9250 billion as compared to an 
earlier estimate of $650 billion; Arab financ 
put it at $170 billion. 


(3) Since 1967 Eeypt/teceived w2e2 billion in financial assis- 
tance (for military and economic purposes) from Arnab oil 
vreducergpaccording to a report by the budget Commission 
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whothor d+ week Hes ad 
the some Arab recipicnis or ita Sale for 

asacdceoares to African and Asian nations. Prominent Arab | 
politicians and economists, recently stressed that a substan- | 
tial pavt of the oi revenue surplus should be diverted from | 
investment in the industrialised wor}kd towards PEOnOue Re food | 


production in the Third Vorld, esas (Africa to" build Up 
a food busis for the Arab World. | 


tension eo aia Middle East recedes 


At the recent Conference of OPEC Heads of State it was 
proposed une via 3 to the developing countries should be 
carried out Hew Yoagy Co-ordination between the development 
funds set up in various OPEC countries, The whole question 
of the employment of surplus funds for aid to the lessadeveloned 
countries, and recycling, is to be studied by a special working 
party of experts Tek in Vienna on 25th March. Sitmidaneciaisy 
another working group will be meeting to study the OPEC plan 
to build ten large-scale nitrogenous fertilizer plants, with 
a combined capacity of nearly three million tons a year, to 
meet the requirements of needy ccuntries on concessionary termes. 
Another idea which emanated during the Conference would involve 
the setting up of an inter-OPEC safety-ncet financial facility, 
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Algeriats assistance efforts have to be scen against 
the background of its own vast assistance requirements. In 
1974 Alrerin committed 133 million of which half was probably 
disbursed (equivalent to 0.7 per cent of GNP). Apart 
from 4 million the aid programe consists exclusively of 
contributions to multilateral institutions mainly in favour 
of African countries: $20 million xe “pat at the disposal 
of the Af.DB for African countries with balances of payments 
difficulties (in addition to an increase in Algeria's ¢ capital 
subscription to the £L£.D5), 320 million eee contributed to 
the SAFA and ee come emcunt pledged to ABEDA. At the neers 
OPEC Stmmit Meotingy, in J Ale irs, Algeria vroposed a $10 BQ x 
“BS billion OPEC fund to help both developing and developed 
Oil consuners, but this proposal was not endorsed by other 


“OPEC countries. 


Iran | 
erect Iran is not only one of the two largest recipients of 


oil revenue - some “20 billion in 1974 - but also one of the 
two largest sources of finance for developing countries ee 
OPEC countries, Including #350 million for the World Ban! ~) 
total resource commitments to developing countries amounted in 
1974 to "3.1 billiongnot counting the 700 million made 
available for the IMF ofl facility, “—————- 
Bilateral commitments in 1974 enounted to $2.7 billion sof 
which close to $2.5 billion-were probably made at concessional 
terms, However,ainformation on financial terms is not always 
available, Some loans classified @S concessional may vwurn out 
to be non-coneessional ¢%s ilesemoy and vice versa. Apart fron 
oil credits to India, Sudan and Afghanistan, the $580 million 
loan to Pakistan and the $150 million credit to Syria, all 
bilateral commitments concerned project assistance, 
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K [ nesistance is being concentrated on areas that will either 
guarcentce Iran long-term deliveries of commodities or com- 
plement its own development programme. Many cooperation 
agreements also take the form of joint ventures. While 
Iran has mounted a large bilateral programme within a short 
time, multilateral ossistence at concessional terms ree 
mained vory modest (325 million). This can lrr-r cely be ye 
attributed to the fact that the Shah's proposal made in os 
February 1974 for a multi-billion international assistance sa 
fund was not followed up by other countries nor was the 
Iranien initiative for the establishment of an OPEC Develop- 
ment Fund. allen 

eG Of the close to $2.5 billion bilateral ODA commitments, 


#500 million ysve disbursed in 1974 peer ane to Iranicn 
sources of which half for Pakistan, $150’for India(1) and $50 
Million cach for Egypt and Sudan. In the multilateral field ig 
ae veO million Ge aad to the UNEO Special Account and 
; 22.5 million for UN agencies. Total ODA disbursements amounted 
to 1.5 per cent of GNP and 2.5 per cent of the oil revenue, 
ishbursements to the most seriously affected couwntrics will, 
a a.zench (996 mEBLion during the 12 months period ending June 
: 1975 Zaccording to Ir anion sounces) Of the $350 million 
promised to the Vorla Sank 275 million werd dis sbursed during 
1974. It was also ia that Iran had ae Ohe7 billion 
of its foreign debts 


In the first two months of 1975 Iran made two new 
comlitmontsta $200 million loan was extended to Indonesia to 
finance an urea fertilizer piant oa West Java with an awnuol 
capacity of 1.5 million tons, and; 6100 million ¥tg Loangd Way mac. 
to Peru to build the North-Andean oil pipeline (2 ie 


sete 


(1) $133 million only according to the Indian authorities. 


(+s 
(2) Japan; reportedly contributes #230 million for this 
project and Venezuela might provide Blau 2100 million. 
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(is_o further sharp increase in oil prices, 
as_o furt i 


Pakistan received $1 million of relief assistance. There 
were also reports Phat Iran ppromised another $1 billion to 
the IN? for the new 1975 oil facility. 


While it can reasonably be expected that Iran will 
make several more aid commitments in the course 6f~t975 -the 
possibility that Iran will have to borrow again in a few 
years might act as a restraining factor in future, at 
ee ith regard to concessional assistance, Unless there) 

harp inc: reo jections by 
the Iranion Pl-n and Budget Organisation foreseciftha tix an 
will Boain become a borrower of capital by 1973" Budgetary expen~ 
ditures for the present year (1974/75) have been dowbled 
from the original projections to a new torget of $50,8 
billion. Iittex! the 1975-76 budget, expenditures heve been 
fixed at $36.2 billion which is equivalent to the expendi~- 


ture originally foreseen for the entire five-year period o 


of the present plan. By the end of 1974 Irants financial 
Surplus amounted to $7 billion (including $1 billion fron 
1973) equivalent to about six montha! imports, In .two recent 
interviews the Shah emphasized that his country would soon no 
longer be in surplus and that this would lead to a cutting 
down on aid to developing cowtrics. However, given the 
high level of 1974 end possibly 1975 commitments, disburge~ 
ments should remain substantial over the next years. As 
repards the administration of Iran's aid and inveatment 
programmeya specia L unit is being set up in the Ministry 

of Finance and Economic Affairs with special legal authority 
and status. Decisions on major commitments are taken by a 
committee composed of the Minister of Economic Affeirs end 
Pincnee ;/Pored en Affaire and the flan Organisation. Final 
approval. ‘rests with the Shah. 
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According to a senior Iraqi official, Iraqi grants, 
loons and long-term credit fa acilit ies: to Arab, African and 


Sot pene in Stone nee rei 


Be 


Asian countries totalled 2859 Million in L974, most of it 
Previded through the recently established Icaqi Fund for 
External Assistance, This Pisure Probably ineludes nilitary 
assistance, joint ventures and other trensaetions at con- 
merelal terms, Concessional Economic assistance commitments 
known to the Secretariat tota} only 2332 million (1) “of which 
two-thirds are believed to be disbursed, -— 
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Cipients of 1974 conmitnents were India ($110 million largely 
if not entirely disbursed), Pancladesh (352 million only partly 
disbursed) ~ ana Syria ($50 million entirely disbursed), In 
late 1974 Ircq committed a LO million loan to Afghanistan for 
project assistance, 


hice ba 
In 1975 Iraq will again supply oil to India on credit 
(2.8 million tons); but neither the price nor the terms wean 
tty bien i 
disclosed, It also reportedly se8exmted to send one million 
tons of crude O11 to feypt as a Brant, According to a recent 
Statement by Mr, Saddan Husain, Iraq's Vice President, Iraq 


| plans to produce Some 30 million tons of crude O11 per year %, 


veloping 


over and above its own domestic and export requiremcnts in order 
to finance aid to other Arab Countries and some of the non-Arab 
countrics, Iraq also believes that the Phirdg World is the best 
and gafest plece for the investment of Arab surplus revenue, 

Early in 1975 Iraq loaned South Yemen “10 million ang Sirned vn 
prelininary agreement for the establishment Of a joint Yeneni- 
Iraqi fishing firm captilise av S20 Million, The Now firm 

which will pe locatea ‘in hacn will also undertake camnine and 
marketing Opcrations, a : “att 


To finance development projects in Arab end other @eu 
veloping Countrios Iraq det up in 1974 vhe Jy 0 Hund for Pr. 
fomol Developnont, with & cepital of S500 Nillion, ‘the fund 
extends nediun and long-torm loans with prereronce &iven to 
projects which Promote Arab economic integraticn, 
vie SOU includine.*300 Million credit for agricultural development 


in Jordan which was reported in one Source last November, but 
which seems highly unlikely, 
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KUWAIT 


With 1974 oil revenues of about $8.5 billion, Kuwait 
dispos sed of vO~6. 5 billion in excess of its domestic needs, 
which made it one of the main sources of financial assistance 


to developing countries,in particular Arab countries. At 

this stage it is iupossible to'quantify with any accuracy 

Kuwait's total resource flow to developing countries, Cbut 

the amounts involved are substantial] Official development 

SC assistance commitments alone reached $1 billion in 1974 — 
equivalent to 10 per cent of Kuwait's GNP. Estimated 
disbursements come close to.$400 million or almost 4 per cent 
OF GHP, which makes Kuwait the world's leading donor in 
relation to GNP. Grants to the ee for 
military purposes were of the order of several ‘hundred 

7 million dollars in 1974 and another $415 million wotr* paid 
out for this purpose in early 1975 ¢ following the commitment ” 
undertaken at the Rabat Sounit Meeting. To these amounts 
should be added $200 million in finance at commercial terms, 
large investments in Egypt and other developing countries, 
S480 million for the IMF Oil Facility and several hundred 

= million deIars through syadicated loans managed by one of 

Kuwait's leading financial institutions. 


Official development assistance is mainly provided 
through the Kuwait #und, an autonomous Government agency, 
although certain amounts,in particular for non-project 
assistance, are extended directly by the Ministry of Finance 
out of the State's general reserve. Following the decision 
in March 1974 to extend the activities of the Fund also to 
non—Arab developing countries and to increase the ptatutory 
capital to $3.4 billion, the Fund started lending operations 

.. dn some Asian and African countrics and its paid- sin capital 
| was raised to about $1.35 billion by March 1975 as compared 

to $385 million one year earlier. During its 13th financial 
vear (Avril 74 to March 75) the Fund's commitments rose fron 
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$456 million to over $600 million but disbursements lagged 
considerably behind. Repayments on previous loans were 
almost as large as new disbursements which amounted to slightly 
over $20 million. Kuwait (re a siveiinterd Iekcpeesert 
the same problemg ear eer doriors with rapidly increasing 
aid programme have eiSheed famely that the implementation 
4 of project aia " takes time, “Hhieitaevitably results in a rapidly 
Theahes sie-ing pipeline. In 1974/75 the Kuwait: Funda added many new 
countries to its list of recipients. Afghanistan, Bangladesh, 
auritania, Oman, Senegai, Somalia, Sri Janka end Tanzania received thir 
| first aid commitments. “Madagascar “ will follow 
soon. The loans are extended sek ngs per restrictions 
es and dee ised a rule, on the basis of international 


ee ; competitive bidding. 


any he In addition to lending, the Kuwait Fund also provides 
. some technical assistance grants and services which usually 
relate to feasibility studies and project identification. 
Development—oriented institution building is also considered 
an important task. In the field of education and training, 
the Fund actively evn ets the regional Arab Planning Institute 
Jocated in Kuwait. ‘The Fund has also sponsored the establish- 
ment of the Inter Arab Investment Guarantee Corporation which 
began business towards the end of last year. Whough a wholly 
x government-owned institution the Kuwait'Fund'ds Board comprises 
Kats Se elght members from the private sector tc ensure the 
organisation's autonomy and operational flexibility. 


Another organ for the provision of Kuwaiti concessional 
assistance ig the General Authority for the South and“ the 
Arabian Gulf which specializes in social type projects such 
as the building and operation of schools, clinics and hospitals 
in countries of the Arabian peninsula. The annual budget cf 
the Authority for 1975/76 is close to $35 million. 


In the multilateral field Kuwait has committed $440 
x million mainly to Arab-sponsored institutions such as the 
~ , OAPEC Special Account, SAFA, ABEDA and the Islamic Development 
“Banks However, Kuwait is also the only OPEC country which 
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contributes to IDA and, strongly supports the creation of the 
World Bank's "Third Window" lending facility. 
IC we 

‘The precise amount of Kuwaiti investment# in the 
Pever opie wort is not aveiteste but there can be no doubt 
that thay -~aze rapidly growing. Apart from its participation 
in various multilateral Arab investment companies, such as 
the AIC, APIC,ASPRY. and AMP™C, Kuwait has invested in several 
developing countries,in particular in Egypt. During the first 


9 months of 1974 Kuwaiti investment in Egypt (alone )in real estate 


weached $42 miliion,and continued since at an accelerated 
rate. In December 1973 Kuwait concluded an agreement with 
Egypt for the investment of $1.3 billion in housing, water 
resources, mautime transport, tourism and industry. Following 
this agreement a Kuwaiti-Pgyptian Real Estate Company was 

set up in March 1975 capitalized at $100 million.iIn this 
context, Kuwait will provide $100 million for housing projects 
and $250 million for investment in other real estatw (1). 

A simitar housing project involving an investment of $200 
million will ppenonees be carried out in Syria. The 
constrce a ltr -aetsa will be opened to international 
tenderv~ oe projects 1 ane to be financed out of the. 
84.3 billion for ] Egypt afdularug, a $150 million glaes factory 
for which Pilkington, the UK glass manufacturer, would provide 
the know-how a areca At the end of 1974 Kuwait 

was also reported tiegotiating with Brazil direct investments, 
joint ventures and loans worth some $1 billion, which so far 

has res su bee: in an agreement in principle to form a joint 
INV se ebsit “evpany yith a a capital of $400 million in which 

KIC and PCIC werd probably participate. Kuwait has 
furthermore undertaken to finance a third of the cost of a 
pipeline project wheeuee Yugoslavia 

currently estimated, between 3350 and 550 million. This commit- 
mens is in addition to a $100 million credit at commercial 
terms extended to Yugoslavia in 1974. 


er eeemm: 


(1) Following massive Kuwaiti and other Arab investments, the 
price of land in certain residential 1_ quarters of Cairo 


hadereportedly risen by 1,800 per cent{in October 1974 ) 


over 1973. 
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Kuwait is the leading financial centre of the Arab 
world, In 1974, the three principal Kuwaiti investment 
companies ~ KIC, KFTCIC and KIIC ~ handled close to $1 billion 
in securities of which $500 million waxe’ managed or co~ 
managed by the KIC,and over #200 million by KF@cIa, KIC was 
the first of the investment enterprises created in 1964. 

The government put up 50 per cent of the initial capital of 
$15 willion. Since then KiC's assets have visen to $187 
million by the end of 1974. Its main activities are direct 
participation in joint ventures of industrial, commercial, 
shinping and real estate develonment undertakings ,and 
underwriting of international debt and equity issues. 

KPTCTIG was established in 1°67 with the government putting up 
60 per cent of the capital which was initially 335 millions 
and has risen meanwhile to about $100 million including 
reserves. KTCIC hus an investment banking side (it Mas 
managed or co-managed 14 international loan and bond issues 
in 1974), and & project side oriented towards commercially 
profitable joint ventures in the develoning world with a 
strong jnter-Arab/African bias. It also has been used to 
place investments in developing countries for the Ministry 
of Finance and O11. KIIC, which began operating only a year 
ago, is privately owned with a subseribed capital of $34 
million half of which is paid int. In its first year of 
operation, the company was co-managed of 10 international 


issues, KIIC is also concerned with equity participations, 


real estate and related services. 


In addition to the three main investment companies , 
many cther Kuwaiti banks and companies are involved in 
syndicated loans and investments in developing countries. 


One example is the investment in a hotel in Morocco through 


the Kuwait Hotels Company. In managing syndicated loans 

the Kuwaiti investment companies are said to pay particular 
attention to developing countries. Ail investment activities 
are supervised by the Investment Department of the Ministry of 
Finance, headed by Mr. Khaled Abou Saud, 


“As vegards 1975, kuwait jas already committed major 
amounts of both concessional and non-concessional finance 

to developing countries and much more is likely to come. 
the Minister of Finance recently stated that in 1975 half of 
Kuwait's revenue would be invested locally, a quarter in 
other Arab countries and most of the remainder in other 
seas countries (1), which would mean that some 

$4 billion eka available for developing countries in 1975. 
However, at the same time the UndersSecretary of the Kuwaiti 
Ministry of Foreign Affairs said that the oil«producing 
ccuntries are investing in Europe rather than in Arab or 
African countries because the latter cannot at present 
absorb large capital inflows, 


LIBYA 


During 1974 official development assistance commitments 
seem to have reached {740 million of which “500 million for 
bilateral assistance and {240 million for multilateral institute 
ions. The largest recipient was Argentina: $200 million will 
be paid in advance for agricultural products to be delivered in 
1976 and 19773 alco joint Libyan-Argentinian Investment 
Company will be estabiished with a capital of $400 million to 
be equally shared} Hadagascar ‘received $114 million but it is 
not cloar whether this commitment can be considered as firm. 
Co-operation agreements were also signed with Chad, Zambia, 
Mali, Niger, Pakistan, Rwanda, Somalia, Syria, Uganda, North 
and South Yemen. Approximately 365 million of bilateral 
assistance wa 4 extended to the most <A A affected countries 
in 1974 /according” to a Libyan ibyan statement\ A $17 million loan 
to Sudan which had been revoked in n 1974 was reactivated later 
in the year at considerably softer terms (36 per cent grant 
element as against 14 per cent previously). Multilateral 
assistance was limited to Arab and African institutions with 
the exception of less than °1 million for UN organisations. 

Of the committed funds, | 


- 


‘ZH, 
(1) This would leave Gop meaey available for investment in 
industrialised countries 


ABD 


some $125 million werd probably disbursed. In addition to 
official development assistance, Libya has entered into 
joint ventures with several developing countries. The total 
amount provided for these ventures is not known. Libya did 
not buy World Bank bonds -nor did it contribute to the 

IMF O11 Facility. 


During the first two months of 1975, Libya committed 


several major amounts: ._ _ a » ELI ae its IRL 
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_ | ; ~~; $100 million will be 
provided through the Libyan Arab Foreign Bank for a project 
in Zaire to increase Ap copper and cobalt production: 
Yugoslavia will receive $70 million for the Adriatic oil 
pipeline project. Libya (iso/might/co-finance the 
construction of an oil refinery at Kop ar ; Yugoslavia. It has 
agreed to establish a joint investment and a joint shipping 
company with Pakistan,to supply Turkey with -: 3 million tons 
of crude oil at a favourable price and to found a joint ig 
Turki shLibyan investment bank to channel Libym funds into 
joint projects including 4 large amount for a_ 
petrochemical complex. 


NIGERTA 


Nigeria needs its increased oil revenues for its own 
development. However, as & demonstration of African solidarity 
it declared in February 1975 that it will supply crude oil 
to any African nation that needs it at a conressionary rate 
on the condition that the recipient has a refinery to handle 
it and that the oil serves only domestic needs (1). In 
December 1974, Nigeria loaned $240 million to the World Bank 
(at 8 per cont) and $120 million to the IMF. It also increased 
its capital subscription to the AfDB .’and pledged to contribute 


ate Sar . be 
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(1) About half of the African States have local refineries 
or interests in regional ones. 
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$1 million annuallynto the Commonwealth Technical Assistance 
Fund(from 1975 onwardsjas well as $800,000 to the FAO 
Consultative Group for International Agricultural Research. 

In the bilateral field Nigeria apparently provided $4 million 
as drought relief to Sahel countries Bit (no details are 
available apart from $0.8 million for Niger)gand small 

emergency grants - for Zambia and Somalia. 

It also committed $4.4 million to Dahomey for road construction, 


QATAR 


Official development assistance commitments in 1974 


reached $180 million | ee . 
OD WOEEN BAG Vee AON Nina committed bilaterally. 


The main recipient was Pakistan with $30 million. Egypt, 


Jordan, Mauritania, Somalia, Sudan and Tunisia received 
between $10 and $17 million while Bangladesh and North Yemen 


obtained small damotnts. '*’*Multilatefal absistaricé* was Limited. 


to Arab institutions. One third of the commitments was 
disbursed In addition to ODA, Qatar committed %90 million 


afnon=concesgional finance.to_Egvpt. but_it_did not contribute _ 


to the IMF yiax the World Bank. 
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SAUDI ARABIA Lote 


Saudi Arabia is unlikely to have spent more than one 
third of its 1974 o11 income of $30 billion for domestic 
purposes, which left °20 billion for possible foreign 


investment and assistance. Although a clear distinction between 


financial assistance for military and economic purposes is not 
always easy to make in the case of Egypt and Syria,it appears 
that Saudi Arabia has committed close to s2 billion for 
economic assistance in 1974 on concessional terms of which 
"850 million We.s probably disbursed. Over three-quarters of. 


the assistance was provided bilaterally. By far the most 
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important recipient of bilateral assistance was Egypt, with 
over 40 per cent of commitments and two-thirds of disburse- 
ments. The remainder benefitfed largely Jordan, Syria and 
North Yemen. Pakistan, Afghanistan and Morocco also 
received major csp ee but it is not known whether any 
disbursements havextalen/place during 1974. No aid was 
provided to either Bangladesh or India, but Saudi Arabia is 
willing to finance joint industrial projects in India and a 
joint commission is to be formed to identify and implement , 
these ventures. 


To administer its bilateral aid programme Saudi 
Arabia established in 1974 the Saudi Arabian Development Fund 
with a capital of SR 10 billion ("2.8 billion) one half of 
which will be: budgeted iover the next three years. The Fund 
will extend loans in Saudi Riyals only and repayments must be 
made in the same currency. The loan amount extended to any 
project must not exceed 5 per cent of the Fund's capital nor 
50 per cent of the total cost of the project. The cumulative 
total of loans to any country must not exceed 10 per cent of 
the Fund's capital at any given time. The lending policy of 
the Fund is determined by a Board of Directors. Fund trans- 
actions are to be exenpt from any currency control and restri- 
ctions, income taxes, fees, etc. in the host country. 
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Despite the fact that most_of its aid is provided 

bilaterally Saudi Arabia/also)was”the largest source 
among OPEC countries of concessional finance to multi- 
lateral aid age cies with disbursements of #130 million. 
In contrast bg) other Arab countries Saudi Arabia has con- 
tributed major eneees to UN organisations: $30 million to 
the UNEO Special Account, °10 million to the UN for 
Bangladesh flood victims, $1.5 million to the UNDP, 31 
million for UNICEF and the same amount for UNESCO in support 
of educational programmes in the seven Sahel countries. It 
also pledged “50 million to the WFP for 1975/76(1). However, 
the bulk of mulitleteral commitments went to Arab/Islamic 
wap augsirduangea’ “O40 million to the Islamic Development Bank, 

$64 million, ;AFESD, 40m. to SAFA, $25m. to ABEDA, $15m. to 
the OAPEC. enecial Account and ‘5m. to Isl. SF. 


In addition to official development assistance, Saudi 
Arabia has provided substantial amounts of non~concessional 
ssistance as well as military aid. It contributed almost 
pate million to the Woxld Bank ($141 million in June and 
$750 million in Des, 72x 1974, the latter jad the largest 
credit ever obtaineu vy “the void Bank) and committed $450 — 
“million of commercial finance to Egypt and amounts of unimnown 
magnitude to sieered /ocun eles: The precise amount of 
military assistance grants is not known but Egypt alone might 
have received over “500 million in 1974. The total net flow 
of resources from Saudi Arabia to developing countries in 1974 
could thus tave been of the order of $2.5 billion not including 
the 51.2 billion for the IMF oil facility. 


As regards 1975,Saudi Arabla has already committed 
“450 million in bilateral official development assistance in 
the course of the first two months. It was also reported 
that Saudi Arabia has agreed to provide another $4.2 billion 
for the new 1975 oil facility of the III. 
(1)... and was a sponsor of a resolution at the UN World 
Food Conference to establish an international fund for agri- 
cultural development. 


WILTED ARAB ONTRATES (Abu Dhabi) 


The Abu Dhabi Fund was established in 1971 to provide 
concessional economic development assistance to Arab countries. 
Loans are provided at a rdte varying between %3 and 6 percent, 
repay. ableover a period of between cight and twenty years, 
sometiries longer. The Fund co~operates with the World Bani: 
and co-ordinates its operations with the. Ae b _ and Arab 
Funds. In 197 yfrore | than SU _ willion igen connivredyaccondy 


as fh ; 
Cine to the UAE authorities)out of the Pund's capital of 
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°500 rillion. The recipients were Bahrein, Egypt, Jordan, 
Mauritania, Somalia, Syria, Tunisia and Yemen (A.R). In 1975 
commitments are expected to treble as compared to 1974 follow- 
ing the decision to extend the Fund's activities clso to non- 
Arab developing countries in Africa and Asia. At a later 
stace the Fund's capital  . will be increased to “1 billion. 


The Abu Phabhi Fund - is ,jhowéver not the only source of 
ovficial development assistance: large amounts of foreign 
aid are spent by the UAZ under a fund called the General 


Asoistance Appronriation which 2 


can provide immediate relief aid to 


disaster areas, give quickly-disbursable loan and grant 


assistance to countries suffering badly from oil price 
increases and make general support gprants to countries with 
serious development problems. Main vecipients under this 
programme have been Eeypt and Syria (both for economic and 
military puxcposes), Bangladesh and probably Somalia. fhe 
VAG Is Banclade: sh's sain source of aid among OPEC countries, 
has offered a package_ of soft Loans, project acsistance, 
oll and disaster relief. .The main item is a 370 million 
loan, of which 50 million, jn cash as balance-of- payments 
oa and 20 million Finance the import cf raw materials 
and sware parts. The UAN hes, furthermore, agreed to sunniy 
Banglacesn with 1.5 million metric tons of crude oil over 


the next vive years at undisclosed terms, and might provide 
shout “100 million Lox coment and fertilizer plants and other 


project assistance. arypt received 7200 million for the Suez 
Canal ceconatruction (in addition to smaller amounts from the 
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* Abu Dhabi Pund as well as non concessional assistance, and 
Syria [55 million mainly for an oil refinery, @part from 
213 million from the Abu Dhabi Fund), A 380 million grant 
for Somalia was reported (which might not be a firm commit- 
ment), and a °50 million loan for Pakistan as project assis~ 
tance to which should be added “100 midjion ir nvestments, oe 
The UAE recently agreed to supply/oil to India on conditions 
"satisfactory to both sides", Total development assistance 
commitments almost reached 3900 million in 1974 including (200 
million for multilateral aid, but all. multilateral assistance 
with the exception of 510 million for the UNO Special Account 
was committed to Arab/Islamic institutions. Estimated dis- 
bursements reached 165 million corresponding to 3 per cent 
of GNP of which three-quarters weg disbursed bilaterally. 
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Investments in developing (anddeveloped) countrics have 
so far been managed by the Abu Dhabi Investment Board: but. pepaaell 
in future be handled by the Abu Dhabi Investment Company (ADIC) 
Lo to be established in early 1975. Once established ADIC simian (| 

be entrusted with full control over the recycling of the oil 
revenue surplus. While in the past Abu Dhabi's investments ~- 
in developing countries mainly concerned oil refining, industry 


a 


eee and real estategit now tends increasingly to concentrate on”agri- 
tural development particularly in Sudan including , fertilizer %0 
_-“ “ ensure its food imports. The Arab and Islamic countries ard 


Africa are considered priority areas for UAL investments, 


. The UAE has denied reports that it will reduce the 
sige of its financial assistance to the "confrontation states" and 
the UAE oil minister stated in March that the UAE intended to go 
ahead with plans to raise the proportion of oil revenues disbursed to 
developing countries from last year's 25 per cent to 40 per cent 
this year(1). 


(1) The UAE S/tyoieak case of an OPEC country which cannot, absorb 

domestically its large oil revenue ($5 billion in 1974) - ig 
a, reported to-ensounter, financial difficulties which fextiy) resulty 

from a fall in oil sales and partly from too large investments 
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ENEZUELA 


Total commitments from Venezuela - which earned $410 
billion from oil sales last year -to deve?oping countries in 
1974 reached $1.5 billion(not including $540 million to the 

MP oil facility) but only $226 million were on concessional 
terms (ODA). The composition of these flows was as follows 
(in $ million): 


Commitments Disbursements 


ODA 226 86 
IDB frust Fund 500° - 
IDB Ponds 23 23 
IBRD Ponds 523 523 
Oil Credit Facility 140 os 
Coffee Stockpile Financing 70 . - 
1,482 632 
IMF Oil Facility «543 (325) 
7S 2OTAL 2,025 (957) — * 


Venezuela's official development assistance was mainly 
multilateral. It concerned regional Latin American institutions 
and the UNEO Special Account. Bilateral ODA was limited 
to $15 million for Guyana and $5 million for Honduras. 

The $500 million offered to the IDB in April 1974 for a 

trust fund : - 

finally turned out to be non-concessional financewhen the 
terms were fixed in Fevruary 1975 (at 8 per cent interest). 
However, Venezuela's Minister of Finance indicated that IDB 
might receive additional funds on concessional terms. fhe 
trust fund was establised for 25 years, the 500 million weizo 
be paid in 10 equal instalments over five years. IDB also 
placed bonds for $24 million in Venezuela at 7 per cent, while 
the World Bank raised %523 million in this way, of which $500 
million over 11 vears at 8 per cent interest and the remaindér 
over 15 years at 7.5 per cent interest. 


Venezuela provided “543 million to the IMF oil facility 
in 1974 and was reported to envisage another: contribution of 
between $240 and $360 million in 1975. It also has become 
the first OPEC country to set up its own oil facility, ona 
regional basis, to help hard-pressed Latin American countries 
pay! their purchases of oil. Under agreements signed in 
December 1974 with six Central American States, Venezuela Lill foes 
Desens April 1st 1975 w=F provide credits equivalent to 
56 for each barrel of crude oil (sold at world market prices). 
These credits are repayable over six years at the rate 
charged by IDB, currently 8 per cent. Only half is to be 
repaid in dollars if the other half is paid in Venezuelan 
currency. The total volume Venezuela has agreed to supply 
in 1975 under this lending arrangement is 67,600 barrels daily, 
roughly equal to the recipients' requirements (1) ! 
ee ee ee ee ee 
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After 1975, the volume will diminish by one sixth annually 

to zero in 1980. In this way Venezuela is committing about 
$500 million throuwgsh 1980 of which $140. million in 1975. 7 
Once the countries have repaid their ofl credits to Venezuela, 
they can re-borrow the same funds at the same interest rate 

in the form of 25-year loans yon the condition that the loans 
supplement funds from a recognized international lending 
institution. 


| In addition to the oil lending facility, Venezuela 
plans to contribute about 70 per cent of the funds needed 
by the Central American countries for a coffee stockpile to 
stabilize and support the coffee price... The scheme will 
involve finance of $60 to $80 million over two years, which 
will be loaned at 8 per cent interest. 


(1) Costa Rica 7,300 b/d, El Salvador 11,400 b/d, Guatemala 
14,800 b/d, Honduras 11,600 b/d, Nicaragna 8,900 b/d and 
Panama 13,600 b/d: 
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AUEALLATEALL DEVELOPMENT FUNDS SET UP BY OPEC COUNTRIES 


ota2usune Lor economic and social Develo ment (APESD 


Established in May 1968 on the initiative of,and with 
headquarters in, Kuwait the Arab Fund today includes all 
twenty member countries of the Arab League ater/Mauritania, 
Oman, Saudi Arabia and Somalia have? joined the Fund in 1974), 
The total subscribed capital was raised to kKD.102 million 
($347 million) half of which is paid in with the remainder 
4t~y to be paid in during the next fiscal year (April 1975- 
March 1976) @ and not over the next five Nears as originally 
envisaged. — ‘kaditional { $70 million were raised through bonds. 
The Fund's aaevad is expected to be tana | in 1975 following 
@ decision in principle at the last Arab Summit Meeting in 
1974 in Morocco. The Fund distinguishes between net 
contributing and net receiving member countries. Total 
9250 million by March 1975 
‘but only $162 million of loan commitments became known. 

These are: 


commitments reportedly reached about 


Anoug. Interest. Maturity Grace Grant Purpose 
Obl. % Yrs Yrs el. 
20.3 Arzew oil loading port 
22.0 6 : 25 a) 29 Talka fertilizer plant 
20.4 6 25 5 29 Cement factory 
Expansion of neneR One 
ae 6 22 4 27 sergicad” 
27.0 4. 26 6 45 Khar ty) Port Sudan 
highway: 
16.4 4 24 4 44 Telecommunication 
project 
6.8 5 25 5 35 Oil-product storage 
. tanks 
20.4 Cattle breeding 
§.8 6 20 4 25 Electric power station 
10.8 4 20 5 39 Fish meal plant and 
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oo not known how much of the committed funds HO" 
as ; 
P spent heed March 1975. As of late 1974, only 97 million 
were disbursed, but the rate of disbursement§ is likely 


in to speed up during 1975, in particular as AFESD is now 
entitled to provide programme assistance as well. At present 
: , ( 
h ATESD? spendg’ $850,000 on a study fora comprehensive /goneerted; 


development plan of the Sudan. AFESD is not allowed to 
make equity investment, “hewevar}"“it ee haa: vO establish 
an Investment Promotion Unit which! Wave as a link between 
Arab investors and entrepreneurs in Arab capital-importing 
countries. 


| ( QAPEC’ Special Account 
” ' ~" (OAPEG)members set up in 1974 a $80 million Special 


Account for emergency assistance to non-oil producing 

Arab countries which is administered by AFESD. ‘The entire 
amount was paid in and disbursed in 1974 of which almost 
half ($37.3 million) benefited the Sudan. The other 
recipients were Mauritania (#4.7 million), Morocco ($8.2 
million), Somalia ($7.3 million), North Yemen ($41 million) 
and South Yemen ($11.3 million). Assistance took the form 
of untied interest free loans over 20 years with a 10 year 
grace period, i.e. 75 per cent grant element. The Arab 
Fund seeks a replenishment of the Special Account for 1975 
but a decision cannot be expected before June. 
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Special Arab Fund for Africa (SAFA) 
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The creation of a $200 million special oil relief fund 
for African countries was decided by the Arab oil producers 
in January 1974. Algeria, Irag, Kuwait, Libya, Oman, Qatar, 
Saudi Arabia and the UAE contribute to this fund which is 
administered by the Arab League in Cairo. Allocations to 
individual recipients out of this Fund were decided by the 
OAU in August 1974 and accepted by the donors in September. 
Disbursements which started in October seem to have reached 
$114 million as of early March 1975. With the exception of 
Malawi and Zaire all countries have reportedly received their 


first instalment representing half of the amount allocated. 
Nine countries have already obtained the full amount. The 
terms of the loans which originally had been fixed at 

1 per cent interest, 5 years repayment after a 3 year grace 
x period (36 per cent grant element) Were apparently-softened 
to 15 years repayment after a 10 year grace period (71 per 
cent grant element). ‘The recipients are as follows (amounts 
in & million). 


Mask countries Other countries 
Com. Disb. Com. Disd. 
Ethiopia 14.2 14.2 Zambia 12.7 6.35 
Tanzania 14.2 7.1 Zaire 12.4 ~ 
Sudan 10.6 (5.3) Morocco 11.8 (5.9) 
Chad 8.8 8.8 Uganda 11.3 11.3 
Ghana 8.8 (4.4) Malawi 7.5 ~ 
Mali 7.8 je Botswana 5.4 5.4 
Senegal Tad brea 6°) Swaziland 4.2 2.1 
Ivory Coast 7.2 (3.6) Liberia 3.6 1.8 
Cameroon Saf BaD Mauritius 2.7 1655 
Niger 5.4 2.7 Burundi 2.0 1.0) 
Upper Volta 5.4 (2.7) Rwanda 2.0 2.0 
(Madagascar > 4.3 2.4 Togo 1.8 (0.9) 
Sierra leone 3.6 (4.8) Gambia 0.7 0.35 
Kenya 3.6 3.6 Guinea-Bissau 0.5 0.5 
Lesotho 2.8 1.4 Equat. Guinea 0.5 0.5 
Dahoney 2.4 1.2 meneame 
Total 196% “(59 045) 
Central Af, Rep. 2.4 2.4 
Mauritania 2.1 4.05) 
Sonaliia 2.0 ct 
Guineas 146 0.8 
Total (12039 9 (74.95) 


COMBINED TOTAL 200.0 (114.4) 
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fhe creation of this Bank was decided upon at the 
Sixth Arab Summit Meeting in Algeria in November 1973 on 
the initiative of Kuwait. In October 1974, the required 
number Of countries had ratified the statutes leading to 
the effective setting up of the Bank in January 1975 in 
Khartywn, . Mr. Chedly Ayari, former Tunisian Minister of 
Planning, was elected President. ABEDA has a capital of 
2231 million by now fully subscribed of which $33.5 million 
have so far been paid int Saudi Arabia #12.5 million, Algeria, 
Kuwait and Qatar ¢5 million each, Morocco -9 million, 
Tunisia $1.25 million, Oman $4 million, Bahrain, Jordan and 
Sudan $0.25 million each. An interesting feature is the 
fact that all Arab countries (also—the—hon-oil_pradusinee ) 
contribute to this Bank, Eligible recipients are all African 
countries which are not members of the Arab League. ABEDA 
intends to finance medium and smal J sige projects in co- 
operation with the World Bank, FAQ, AfDB and the various | 
Arab funds. It @lse Joie vasaister the $200 million Special 
Heeb: Wind fom Arritan Yivnj..s x6 eomande’ Pinededag, hac 


© 
ABEDA envisages a mixture of concessional assistance and 
“profit making.. L 
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In April 1974, the Economic Council of the Arab League 
wes charred %¢ examing! the feasibility of establishing an 
Arab Monetary Institution to engage in balance-of- payments 
financin:: for deficit members. In February 1975 the Governors 
of Arab Central Banks arreed to establish an Arab Monetary 
Fund with a capital of SDR 750 million ($910 million). A 
committee of Arab end international experts will be set up 
to prepare a detailed study of the statutes of the projected 
fund for discussion at a meeting of Arab Central Banks! 


aaa 


Governors next August. The creation of inis fund aims at 
strenchtening the financial solidarity of Arab countries. It 
could become the principal source of credit facilities for 
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Arab countries and would defend their interests in discussions 
regarding the proposed reform of the international monetary 
system. The functions of the fund would be similar to both 
the IMF and the World Bank. -Prim: ty-+he fund is to provide 
assistance to member countries with balance-of. payments 
difficulties with a view to achieving balanced economic and 
social growth, but/could also give loans for development 
projects. During the meeting, experts from central banks 

of the OAPEC ‘countries met and recommended the creation of 
an Arab unit of account based on a number of currencies 

from the member countries. Such a unit would be used to 
denominate the capital of joint Arab companies. However, 
further studies will be needed before this plan is submitted 
to the OAPEC Ministerial Council. 
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Arab Investment Company (AIC) 


The Arab Investment Company - a multi-national government - 
ovmed Arab joint venture - was established in July 1974 in Riyadh 
with a capital of ©2200 million of which °175 million are subscritsed. 
AIC is owned by Saudi Arabia (which provides 15 per cent of the 
capital), Xuwait, poe Sudan, Egypt, Qatar, Abu Dhabi, Bahrain and 
Syria. Membership 435 epen to other Arab countries. Mr. I. Al~ 
Ibrahin, a Kuwaiti, wes appointed fF President. The purpose of the 
company is to invest Arab funds for the development of Arab resources 
in the fields of agriculture, industry, commerce, shipping and 
services. The first project to be carried out by AIC concerns 
sugar production in the Suden. In February 1975, AiC signed a 
contract (with the Sudanese Government, Lonrho, Gulf International 
Company of Kuwait and Japanese interests) for the establishment of 
the Kenana Sugar Company to operate Sudan's |~180 million sugar 
estate project. 


Arab Petroleum Investment Comnany (APIC) 


APIC has an authorised capital of SR 3,600 million (21,014 
million), a subscribed capital of SR 1,200 million(::338 million) 
and a paid-up capital of SR 600 million (%169 million). ‘The dis- 
tribution of APIC's shares which was decided in December 1974 will 
be as follows: 17 per cent each for Saudi Arabian, Kuwait and the 
UAE; 15 per cent for Libya, 10 per cent each for Iraq and Catar; 

5 per cent for Algeria and 3 per cent each for ligypt, Syria and 
Bahrain. Saudi Arabia was ratified the agreement in January 1975. 
apic(which is not yet operational) will be headcuartered in oe Gis 
Oaudi Avabiae The Company, whieh is sponsored by the Organisation 
of Avab Petroleum Exporting ‘Countries (OAPI BC),will assist in 
evaluating, financing and implementing mainly oil and gas-related 
projects in the OAPEC area, the Arab World and possibly clsewhere 
with priority given to joint ventures between member countries. 
Arab Shipbuilding and Repair Yard Company (ASPRY) 


Lpcascmnauhe tape peinttouee 20 


The newly formed board of directors of ASPRY - the OAPEC- 
sponsored dry-dock project in Bahrain - hey recommended in January 
1975 the doubling of the Company's au poeteed share capital of 
$100 million, a cost of the project jig now estimated at about 


n~aG 


wo wade. wu . tltdeation py tne 


yo mill: Agile ee adite ved 
. ven states participating in ‘he biguiecc: namely, Bahrain, Iraq, 


Ly HEC LL 


‘Kuwait, Libya, Qatar, Saudi Arabia and the UAE. 


Arab International Insurance Company (AIIC) 


-. Why 
The AIIC, a new multinational concern, -has—beer formed in 


Cairo in January 1975 to offer insurance protection for industrial, 
commercial and other development projects in the "free zone" area 
of Egypt. The company is also planning to transact insurance 
business from other Arab countries, particularly Saudi Arabia, 
Kuwait and the Pairates. Arab interests will have a majority of 
the oe share capital (half of which will be paid up) with 
the remainder subscribed by major European, US and Japanese 
insurers. 


e Tine Company (Sumed) 


Suez GulfeModiterranean Pi 


Sumed was established in 1973 by Egypt, Abu Dhabi, Kuwait, 
Qatar and Saudi rabia for the construction of a pipe-line to 
transport petroleum from the Suez Gulf to tue Mediterranean. Abu 
rE 
Dhabi, Kuwait ond Saudi Arabiaveontribute 760 million(eachyand 
Gatar %20 million, towards the total capital of 3440 million. 
7 


Woes 


Other Investment Frey 

ife ae ee 

“Accoréing to news, in seas February emanating from the Arab 

Fund for Mconomic ond Social Son be kn eD a. malti-biliion Arab 

; eration with FAQ 

holding company is expected to be pomaed ere the implementation of 
a joint master-plan for agricultural development in Sudan. petails 
of the plan (1) , which aims at providing 


the Arab countries, within ten years time, with 35-40 per cent of 


their food needs, have almost been completed. a: 
Sphere — 


: a 


ae 


ke ern 
The Cormany's capital is to be Pee eee Arabia, Kuwait, 
Qatar, the UAE, Deypt, Sudan, Iraq and possibly Libya. The plan 
was proposed by the Sudanese Government in.December 1973 and 
endorsed by the Arab countries. It enviseges the utilisation of 


(1) elaborated by an AFESD mission. See p. 


arplus petrodollars fer the development of Sudan's 80 million 
hectars (200 million acres) of arable land and enormous aninal 
wealth. (1) 


The Arab International Bank (whose paid-up capital is "97 
million) together with Abu Dhabi, Prince Abd Allal al Faisal of 
Saudi Arabia, the Kuwait Hotel Company, the Libyan Arab Foreisn 
Bank and some Egyptian banks have formed the Arab International 
Company Lor Notels and Tourism with a capital of 520 million. 

The company's first project will be the construction of a new Iilton 
hotel in Cairo. 


Four Arab countries (Egypt, Kuwait, Libya ond Saudi Arabia) 
formed a joint venture company with Guinea in January 1975 to 
exploit bauxite deposits in the latter country. @he company plans 
to construct an aluminium plant with an annual capfeity of 2 million 
tons. Jn early 1975, Arab Gulf States have reportedly made a 
©51 million investment in Singapore including a “40 million hous ins 
estate and several irab investment missions are expected to visit 
Maloysia in the months to come. 

. In December 1974, oe “We hrab banking consertium unde srwrote | 
a $25 million 10 vear bond issue by Brazil. fhis was the first 
issue that hos omitted underwriters from industrialised countries. 
head seers ore were the Arab Finance Corporation (set up in April 
1974 fsnecially for recycling of petrodollars via private sector 
capitel markets), NIC and the Intra Investnent Company . There 
were aleo roports that a Kuwaiti-Saudi Arabian banking consortium 


fra 


—Opporoniis provided (©1990 millica for the Brazilian Highway Authorits . 
For further infornatiin on Arveb investments in Bragil see also 


pe eee 
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(1) At the recent World Pood Conference, Sudan was recognised as one 
of the three bicsest potential food surplus countries. According to 
one expert, only 5 per cent of the arable land is at present exploitci 
and with a capital input of $1 Billion mee Sudan could, within 5 year, 
provide 30 per cent of 4g world wheat. production as well as consider- 
uble quantities of soja and meat. 


a ee an 


Table 1 


OPEC Members! Aid Commitments and Eetimated Disbursements in 1974 


. 
ow ae: 


Dollar millions 


Commitments = Estimated Disbursements | | 
| Donor | As %: of aie [as or | 
| Country Bilateral Multi- Total peer Bilateral Multi- Total _ — 
lateral Oil GNP lateral Oil | GNP 
| Rev | ee _ { 
| fazer 133 | 3.4 | 1.4 as herr Og | 
Tran 2487 {12.4 6.2 506 oe) Ra 
Iraq 332 4.7 245 22 ore wee 
Kuwait 1025 {12.1 4710.0 380 a Del | 
Libya 742 $10.4 tes 124 ead 2 | 
Nigeria 22) 1 On Sl Oe 4 18 $0.2 | On 
Qatar VET 9.8 8.4 58 %.2 § 2.8 | 
Saudi Arabia 1951 | 6.5 | 6.3 855 12.3 | cy | 
UAT. 877 316.8 | 16.1 16 Bee Eee 
Venezuela 226 255 1.0 86 0.9 | 0.4 

: Total 7970 | 8.5 | 5.7 24.80 ae an eee 

| a 
Note: Figures are subject to revision. In particular, some of the bilateral disbursement 


estimates are highly tentative. 
(except ror Iran). 


excluding Nigeria. 


Oil revenue and GNP figures are Secretariat estimates 


fotai GNP ana oii revenue reter to the countries listed above, 


Bilateral Qonsessional As: Assist: ANCE VOMmi tues 
ie Countries mn LoT4 


. | -_ mii ion in % of total 
Afghanistan oe "85,0 1.4 
Argentina ar 200.0 325 
Bahrein ~~ — aye ay 79.1 Lis'S 
Bangladesh* oar he a 198.5 ) 3.2 
Chad 0 me | 8.3 ope 
Dahomey o | 4.4 O.1 
Egypt | ASAGE = = 1,QAG.7 | 26-8 29.6 
Eeyos/Syera * 4 25.-3R0 dors 
Equat. Guinea | 1.0 x 
Bthiopia* | 1.0 x 
Gambia | | oe x 
-Guinea®* | 16.2 0.3 
Guyana* ~ _ 15.0 0.2 
Honduras* | ) 5.0 O.1 
India* 873.0 14.2 
Jordan | 139.0 2.3 
Lebanon | 74.8 Lise 
Lesotho* 1.0 x 
Madagasy Rep.* | | 114.0 1.9 
Mari* Lee x 
Malta 5.0 Ot 
Mauritania* 61.8 1.0 
Morocco 90.2 145 
: Niger*® . | 0.8 x 
4 Oman | | 3.4 On 
3 Paxistan* 867.1 — 14.1 
Sahel* 6.0 ome! 
Senegal* 10.7 0.2 
Somalia* aaa 194.4 Swe 
! Sri Lanka* 32.0 0.5 
Sudan* | 204.8 45° 
a "+. Syria | | | $56.8 Lert (2.3 
ze Thailand 40.0 SOF 
Tunisia °81.9 a eee, 
. Uganda Leer 0.2 
| Yemen AR* 72.8 1.2 
| -@emen RDR* 32.6 0.5 
| Zaire 26.0 O.4 
Zambia 1.6 x 
TOTAL 6,137.8(1) 100.0 
of which MSA countries, Le oe 44.3% 


not sneludine one sistenal loan from Saudi Arabia 
* Asangtes MSA guuntries 


of 


Ag ght 
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Table 3 


Commitments and Disbursements by OPEC Countries +o Multilateral Organisations in 1974 


(Grants, Capital Subscriptions, Loans and Trust Funds) ($m) 


IDA ArpB’?); | pp | aFEsp SAFA ABEDA 
(3) 4) 


Donor , UN (1) 
Agencies 


Algeria c 0.5 os 2 
D 0.5 - (3) 
Iran Cc 2.4 a m 
D 2.4 re oe. 
Iraq Cc 0.5 int oe 
Ds 0.5 - (6) 
Kuwait Cc 0.6 a ae 
Libya’ Cc 0.7 es - 
D 0.7 - (9) 
Nigeria Cc 3 ~ 
: D 3 oa oi 
Qatar Cc 2 - a 
D 2 - (1) 
Saudt C 4 ~ 64 
Avabla D 4 - ($2) 
UAE Cc 5 - - 
D 5 ~ (4) 
Venezuela Cc 0 - t- 
D 0 - - - - - 2 
Cc 1 160 32.0 57 54 80 170 407 
D 1 100 10.7 (47) - (77) 80 170 ~ 


Note: Figures in brackets denote estimates. The proposed OPEC Fund is not any longer included as the proposal is not actizely pursued. 
Abbreviations used: AFESD (Arab Fund for Economic and Social Develipment); SAFA (Special Arab Fund for Africa); ABEDA (Arab Bank for Economic 
Development in Africa); Isl. Sol. Fund (Islamic Solidarity Fund); GABEI (Central American Bank for Economic Integration); ADC (Andean 
Development Corporation). sas 


mN 


(1) Including additional $1 million from Iran earmarked for Sahel countrias and $10 million from Saudi Arabia earmarked for Bangladesh flood vict:ms. 
' (2) Including $20 million Special Relief Fund from Algeria of which possibly half is disbursed, . F 


ee for the $500 million committed by Venezuela turned out to be non-concessional. 2a . 
4) Including a loan of $200 million from Kuwait and $2 million for the Arab Technical Assistance Fund for Africa from the UAE. 
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Algeria 
Reuador 
Indonesia 
Iran 

Iraq 

Kuwait 

Libya 
Nigeria 
Qatar 

Saudi Arabia 


United Arab 
Emirates 


Venezuela 


TOTAL: 


Table 4 


Contributions by OPEC Members to UN Agencies 


5,898 }10, 340 


(in thousands of dollars) 


UNRWA UNICHF UNFPA 
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‘Table 5 


Gontriputions to the IMP Oil Facility and Worla Bank by OPEC 


ans 


Countries in 1974 end early 1975 ($m. 7 


IMF Oil Facility 
{ 

1974 
Algeria ~ 
Tran 699.5 
lraa aS 
Kuwait 482.4 
Libya - 
Nigeria 190.6. | 
Qatar - 
Saudi 

Arabia 1,206.0 
UAE. 

(Abu Dhabi) 12056 oo 
Venezuela | 542.7 |° ; 

3,171.8 (1,00) 

Oman 24.1 
trinided sé 

Tobago - 

pre bey res, 

Iran 1,000 

Qatar 120 7 peace 
Saudi Arabia] 1,200 

Venezuela 240-360 : 


notes 
Sr orgies eee 


py ite 


IBRD Bonds 


2,080, 1 


30.0 


Swe wet Ee : i Be meals 2 vote ahaa 
Sat ae : vei es cert Fert eS 


(excluding 2-year notes) 


Disburse=- 


ments 


9040.1 


1975 egntributions |reported in the press, not lyet confirmed 


— 
Concessional economic assistance in 1974 and earl 
ANGERTIA 
Commit- Interest Grace Matus Grant Dishburse- 
Year Keciplents men bs rate period Gi element MOnUs 
(tm. ) (%) (irs). eee (9%) (Gm. ) 
1974 “Bangladesh 1.0 100 (440) 
Guinea 1.2 0 10 (39) 
Mali 1.2 ) - 10 (39) (1.2) 
Zambia : 8 100 ( .8) 
1975 - 


Ni ee, 
Me a ee 


Loe 


Purpose 


a a 
Flood Relief 

Oil Refinery 

Relief Aid 

Emergency Aid 


Ce ee et ee, Se 


Oa LON OE AE ERE ee 
‘ 


ren ete, 


Year 


ag SoD 


19°74 


1975 


Recipients 


‘Afghanistan 
" 


Bangladesh 
Egypt 


India 
" 


Jordan 
Lai 


Lesotho 
Morocco 


Pakistan 
" 


Senegal 


Sri Lanka 
Sudan. ~ 
Jf 


Indonesia. 
Pakistan 


Table 6(b) 


Concessional economic assistance in 1974 and early 1975 


IRAN 
Commit- Interest Grace oe Grant Disburse- 
ments rate period pete element ments Purpose 
($m. ) (%) (Yrs) sa (9) (Sm. ) 
10.0 100 — Feasibility Studies 
nea. Nas ‘Oil Credit 
1520 : . ~ Urea Plant 
860 loan 50 Various 
135 2a 5 “210 38 133 Oil Credit | 
630 loan : - Mineral Development *. 
LY 100 - Housing 
3 2 loan - nea. 
1 100 as ne Qe 
30.0 4.0 6 aE 34 - Agricultural Developmen 
pis 0mm aos ad 5 3 28 250 General Support Assistance 
ted. 100 - 2 Medical Schools 
8.5 loan ~ ) are 
2.9 100 _ ( Various Projects 
32 | . - Advance Payment 
70 loan . 50 Oil Credit 
60 , loan | - Project Assistance 
20000 loan - Fertilizer Plant 
1.0 | | 100° 150 Relief Aid 
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Es ee ee OY abe Bene ret eat Tet i eee re 


waar 


fees 


“4 tee a te OR alle ei et oo: . 
Rk on INNS A eh MIT er m9 et natn at OAT le men itm aC eR cope 


cere” 


alii 


Recipients 


Afghanistan 
Bangladesh 
i 
India 
‘Mauritania 


Somalia 
tt 


Yemen AR. 
: Wm 


Yemen PDR : 


Yemen PDR 


LEO 


Concessional ececnomie 


Interest Grace 
rate 


(A) 


eriod 
Yrs) 


Wn 


10 


4975 


ae pees 


Oil Credit 


Agricultural Development 
Oil Refinery 


‘ 


Dairy Stations, Giass 
Factories and Spinning Pill 
Pipeline expansion, Storage 


8 
Yanks 


Generali Support 
Raucation and Port Cons*tructior 


General support 


I 


Zip 


Table 6(a) 


Concessional economic assistance in 1974 and carly 1975 


coe RRR a mete He 


KUWAZT (page 1) 
| Commit- Interest Grace Tia eae at Grant Nishburse- 
* “Recipients ments rate period Cia element ments Purpose 
($m. ) (4) (Yrs ) nm (9) ($m. ) 
Bahrein 6.1 Schools, Clinics, Hospita: 
" ae New Construction 
Bangladesh 20.0 2 General Support 
Chad ores loan 
Feypt 34.0 5D 5 18 355 Suez Canal Rehabilitaticn 
v 2366 4 5 20 40 Yalka Fertilizer Plant 
ue ‘le 4 5 20 40 Abu Qir Gas Field 
Revpt/Syria 130 100 130 General Support Assistance 
Guinea (15) loan 
Jordan Sc 32 Budget Support 
M er! 4.0 6 17 39 Industrial Development Bank 
Lebanon S20 100 a60 Reconstruction of villages 
Mauritania 
pres, Cattle Ranch 
Norocce LeO= 100 1.0 Development of Statistical 
Services 
" 140 (100) EFducation Projects 
" 8.2 4 4 14 35 Safi Phosphate Plant 
’ Oman. 5.4 400 Project Aid 
Scmalia 1) Power Dam 
Sudan (15) 
" 0.26 100 Cons. Ol -SCHOOLS,. NOEDI tals, 
ousing. 
Svria. 50 4 Mahreda Electricity Project 
Me 1S 4 20 Power Generator 
6.8 1 4.5 24.5 63 6.8 Homs Refinery 
4 125 100 100 General Support Assistance 


\ ci. Tn 


1975 


- 


Recipients 


Tunisia 


Yemen A.R.z 
Yemen P.D.R. 
tv! 


" 


Afghanistan 
Bangladesh 
" 


Guinea Bissau 
. ee ) 
Malaysia 
Mauritania 

oo 


.° . Mdrogeo.,.-. 


Pakistan 


Commit-— 


Concessional economic assintanee in 1974 


ments 


oh 
dra.) 


Interest 
. rate 


(%) 


Grace 
period 


(Yrs) 


10 


KUWAL'T 


Mat 


ms 


LUS LLY 
Yrs ) 


aes i 


19 


590 


25 
25 


(page 2) 


Grant 


element 
(%) 


33 
44 


ena. Gariy 


Disbu 


(532) 


er 


1975 


Purpose 


Phosphate Production 
modernisation 

Fishing Ports Project 

Foreign Exchange Support 


Various Projects 
Abyan Delta Project 


School and Clinics 
New Projects 


Two Feasibility Studies 


Manu River Project 
Power Supply 


Project Aid 


Butelmit-AlLeg Highway 
Highway Maintenance 
Mineral Wealth Study 
Nouadhibdou Port Mxpansion 
hivestock Projec 


ixpansion of Phosphate Ind. 
Establishment of Dev. Banks 
National Flectricity Office 


Relief Aid 
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Concessionnl ecenomic assistance in ive 
~ - =\ 
KUWAIS (page 5) 
Commit- Interest Grace Matescee Grant 
. . ° . A brace VAA SD OW -~ 
Recipients ments rate period (Yrs! ~ erement 
($m. ) (9) (Yrs) eles (33) 


Senegal (OMVS) 34.0* 
Somalia 211% 135 30 
10 


: O.T* 0 
Sri Lanka 2555" 4 5 20 ad 
Syria 18.4 6 4 19 25 
Tanzania Tan 
Yemen A.R. peas. 4 5 20 au 
Yemen. PDR. 1.0* 1Q0 


* Formal loan agreement not yet signed but expected to take 
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ae ore 
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10 


12 


Gra 
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éf 


nt 
ment 
(5) 


100 


100 


28 


100 
loan 


46 
(100) 
100 


(7100) 


1974 and early 1975 


Disburse- 
ments 
($m. ) 


Purpose 


& See ee = ~ 
acvance payment for arg. 


Roads, irrigation, 


a) 
@ 


General Support Assistan 
Relief Aid 
Various Projects » 


- Road Projects 
- Sugar Plant 
Bauxite Exploitation 


vw 
Oo 


Deep Water Port 


(25) 


C5) 
(2.2) 


General Suprort Assistance 
Reconstruction 


Livestock, Tea, 
schools 
Development Programme 


Reliert Assistance 


(16) 


aa ee 


re oe ed ae aa ee) 


er aT nee? Tone eee 


chy 


ieee de cue WS 


Recipients 


Dahomey 
Niger 
Somalia 
Zambia 


Concessional economic assistance 


Commit- 
ments 
($m. ) 


Interest Grace 
rate period 


(%) (Yrs) 


Table 6(f) | 


NIGERIA 


Maturity 
(Yre) 


Grant 
element 


(9) 


in 1974 and earl 


Disburse- 
ments 


(tm. ) 


1975 


Purpose 


Road construction 
Relief assistance 
Relief assistance 
mmergency assistance 
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Tabic 6(¢) 


Concessional economic assistance in 1974 and early 1975 


QATAR 


Commit- Interest Grace Grant Disharse- 


Maturity 


Year - Recipients ments rate eriod (Yrs} element ments Purpose 
(Sm. (%) Yrs) cake (3) ($m. ) 
1974 Bangladesh 5 100 C15.) Flood relief 
Revpt 10.0 loan Suez Canal reconstruction 
5.0 (100) - Islamic Charity Hospital 
Jordan 16.8 Various projects 
Mauritania 6.1 loan 
2.9 100 (2.9) 
Pakistan 50.0 3.0 2.5 en 29 Nevelopment projects 
Somalia . 10.0 10.0 Various projects 
~ 4.0 100 (4) 
Sudan 14.0 3.0 10.0 Cash loan 
Tunisia 10.0 3.0 15.0 36.0 63 Development Bank 
Yemen A.R. 2.1 Education, health and road 
projects 
1975 Sudan Zu 0 10 Forestry projects 


PRN ee Rat ee a 


cn a aia ae Arete ape 
‘ 


WE es Bee nee 


Recipients 


Afghanistan 


Bahrain 
heypt 


weypt/Syria 


Jordan 


Thebanon 


Malta 


Mauritania 


Moracco 


Pakistan 


Somalia 


Sudan 
OVA 
Phailand 
funisia 


Comni t= 
ments 
($m.) 


10.0 
3500 
T29 


100 
300 


Interest Grace 
rate period 
(96) (Yrs) 


0 
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Coneessional econoaniiec 
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ASHsistance 


SAIDT ARABIA 


ww tems 


Grant 
element 


(v5) 
100 


Maturity 
(Yrs) 


oe 


20 (57) 


15 49 


ao 
Wn 


10 
100 


Le eT A and 


enariv 


Disburse- 
ments 
(3m. ) 


175 
Purpose 


Meaieai centre 
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ACLU (Tan 


one? Cana is, 11 POAGS. 
coattlon gining 
General suproert 


Buaget suyvvort 
sngineering scnool 


Village reconstruction 


Development on fake ZXiz 


Roads 


Industrial develovment 
projects 


Buaget support 


Reconstruction aid - 


BRducationali establisnment 
and nosplivasis 


ihe ee 
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Tm ne Lm, 


1975 


_ Recipients 


Yemen A.R, 


Regional (OMVS) 


Egypt 
Jordan . 
Malaysia 


Pakistan 
Sudan 
syria 


Concessional economic assistance in 1974 and en 
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SAUDI ARABIA cont. 


Commit- Interest Grace 


ments rate 


($m. ) (%) 


SS A ie SEGEOeTer ccs 6000 queues 


3.0 
36. 
10 
100 


47 
10 


84 


period 
(Yrs) 


Maturity 
(Yrs) 


Disburse- 
ments 
Sm.) 


3.0 
56 


(10) 


rly 1975 


Purpose 


a A AS ESPs eS RSG “NENA 


Textbooks 
Budget support 
Predject. Aid 


January grant (Import 
financing) 


General support 
Housing 


Kkeonomic development and 
rural projects 


Tarthquake relief 
Flood relief 
Kconomic development projects 


co 


wage i) 


Concessional economic assistance in 1974 


and early 1975 


UAL. 
(incl. Abu Dhabi) 


Commit- Interest Grace Maturity Grant Disburse- 
Recipients -— ments rate period (Yrs) element ments - Purpose 
($m.)  —° (@) (Yrs) * (go) ier) 
Bahrain 10 3 - 4.5 10 - 18 22 - 40 Economic development 
; 10 pie 2 17 DO. 2. Power water station 
25 Housing projects 
15 Hospitals 
Bangladesh > 5 400 (5) Flood relief 
35 3° O° . C55). Deferred oil payment 
20 : loan Import financing 7 
50 . loan Bal.of payments support 
Egypt - 3 2.5 4 2 Ad 30 Hotel 
ss - 10.1 4 2 12 28 Talka fertiliser plant 
- 100 Suez canal reconstruction 
Jordan: — es S 2 17 39 El Azrak road 
. Dee 3 1 46 36 King Talal dam 
. yee. 100 7.5 
Lebanon. 2.0 (100) 2.0 Village reconstruction 
. Hoe . (63.8) Litani project 
:. Mauritania ait 18 4 - 45 52 1 33 
DAS ait “aa, fe as oa ore, | Nouadhibon metal works 
es ee che _Nauakchott - Nema highway 
POO ot a oes ©) (100) (3.9) Drought relief 
. Pakistan - 50. Oo” 45 49 _ Project assistance 
Sahel. 6.0 | - » 2 100 (6.0) Relief grants 
Somalia ( 80.0) (100) 
3.0 . 100 Hospital 
7.0 : Bridge | 
Tae 4.0 15 (30) Dam project 
2.3 4.0 4 12 26:3 Mogadiscio slaughterhouse 


Irrigation project and deep 


uatar nant 


OR tae ah er betes AE Rae me eer AT al Re ee ame 


Ae es ate ea FRA Ie NE lt on 


ee NNN Ae tp ree anateRe meme ey 


wis i ge 


Recipients 


Tunisia 


Yemen A.R. 


Zaire 


Bangladesh 
falaysia 
Syria 


Concessional economic assis*ance in 1974 and early 1975 


UAF cont. 
(incl. Abu Dhabi) 


Commit~ Interest Grace Matis Grant Disburse- 
ments rate period (Yrs) Y element ments Purpose 


($m. ) (%) (Yrs) (%) ($m. ) 
2.0 Financing of services 
19.2 Roads 
1150 4 2 17 Banyas electricity project 
Aa Communications centre 
TZ 5 2 15 
50 0) Oil refinery 
5.0 100 University 
2.6 4.5 1 16 28 Djerba Village (Tourism) 
15 University centre and schools 
1.0 Tourist hotel 
Sed Industrial and other projects 
1.0 loan oaneé Water Supply 
2.0 100 TV system 
26 loan 
vag O.9 million metric tons cf oil 
42 loan Project assistance 
177 | Industrial and developmer.t 


projects, including a parer 
factory, 53 sugar mills and 
two hotels 


Bieber poe. sag Tee 


De AE CEPA Ee BO, 


SATE Ae eR eet COR! oe 


amet ene aks is sine cali AMEN 28 ath apeea te a Te sks S sap AEC os etree ats 


nt tee 


: nae vet BE, = 


fable 6(j) 
Concessional economic assistnnee in 1974 and early 1975 
ore neering If) 
. VENEZUELA. 
: Commit- Interest Grace Veda Grant Disburse- 
Year Recipients nents rate period teey element ments Purpose 
($m. ) (%) (Yrs) ; (95) ($m. ) 
, omtntne amend a ee ee 


1974 Guyana 15 0 5 20 67 15 General development 
Honduras 5 0 5: General development 
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Year. Recipients 


1974 


13D 


Pakistan 
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sri Lanka 
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oyria 


Peru 


Commit- 
ments 
(im. ) 


49 
tt 


rad 


Interest 
rate 


(%) 


8.5 
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Non Concessional economic assistance in 1974 and carly i975 


TRAN 


a 
peers Maturity 
: (Yrs) 


(Yrs) 


3 12 
3. 5 


Grant 


23 


Disburse- 
ments 


(Sia. ) 


Purpose 


) 


(Textile Factory, Cement Factor 


Urea Plant 
Central Bank loan 


General support assistance 


Oil Pipeline 
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Non Concessional economic assistance in 1974 and eaariv 19075 
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; Commit- nterest Grace Patariae Grant Disdurse- 
Recipients ments rate period (Yes) ~ element menis Purpose 
AY c - af : ra 
(Sm. ) (9) (Yzs) (35) & 0Stia 


Fase a) 


Yemen P.D.R. 


9.8 


Joint Fishing Company 
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Lacie 3 a By ite 
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Year 


necipients 


7070: Nigeria’ 


1975 


Brazil 
heypt 


- Mauritania 


Philippines 


Senegal 


“Sri Lanka 


Yugosiavia 

ET 
Asian Dev. Bk. 
Mauritania 


spain 


Yugoslavia 


Non Concensional economic arsissance_ in 1974 


Commi t- 


ents - 


(in. ) 


59.7 


25.0 


tee) 
10 


17.0 
4.8 


Interest Grace 
rate period 
(9) (Yrs) 

i, 

10.75 3 
8.0 25 
8 
8 

2 8 


‘table 7 c) 
and earty 
KUWAIT 
Maturit Grant Dishurse- 
(Yrs) “¥ element ments 
22. (%) (oae) 
16" 5) (=) 
nee 0 25.0 
1225 
To 
17.0 
21 
ov 19 50.0 
(50.0) 
wy 17.0 


1e7% 


Oil loading port at Arse 
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Joint Investment Compan; 
Joint Company for Metallurgical 
Industry 


Bonds 


Joint Bank Capital Subscrip. 
Import Financing : 
Credit 

Credit 


Bonds 


Joint Industrial Co. 
Joint Bank Capitai Subscr. 
Adriatic Pipeline 
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Non Concessional economic assistance in 1974 and early 1975 


LIBYA 
Commit- Interest Grace Nata Grant Disburse- 
Year Recipients ments rate period ae element ments Purpose 
(ibm. ) (%) (Yrs) (9%) ($m. ) 
ee  — emeweeeen —eetiemne? © eee 490 emer eee sa a 
1974 Argentina 200 Joint Investment Company 
Malta n.a. Development Corporation 
somalia 8.3 Joint Agricult. Comp. 
v : 2 Joint Shipping Line 
1975 Spain 7.8 Joint Bank 
Syria 16.2 6 Cattle Breeding Project 
Turkey (600) Petrochemical Complex 
Yugoslavia TO loan Pipeline 
Zaire 100.7 8 15 14 Copper Mine & Cobalt Production 
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Commit- Interest, Grace Maturity Grant Dis 

z ! ae : : A. _ fey . 
Recipients . ments, rate *. period (Yrs\ element ments - Purpose 
> ; 


($m. ) (%) #. (Yrs) (%) ($m. ) 


Beypt 34 65: 16 (17) alka Fertilizer Plant 
rt 12.45 < - Joint Investment Company 
iu 9 = - Credit Facility for Investment 
Company 


Jordan . 1.5 1.5 . Treasury Bonds 


Fe Caste. oo Sete 


“” 
fem 


eens memdl” et ewes 


+ Rape wee on 


fas ge seene. gee sd 


be me OS 


ee 


oe The 


* he ET Rta . Lon Z ake be : e ie, sie, 
cola al AAD MRT tm Ce A eg thE Sad at Ct Od a a a na tae PA et AE Date CRD BLS MAE 08 iat AO le i Bal Bir BS De al ROE ae 


ae ae 


‘table 7 (yr) 


Non Concassional economic ase-istanee in POLS Bee eager et Aye, 
ETERS RTECS Oe OS TEL TE a EAC Sree eases pcre 
J,A,i&. (including Abu Dnabi) 
USmme t= Intesss<. Gasca Rice fleet Grant DEG La See 
ren age . . tse os vy ~ VY | ma Sptet aes Ges oe ee 
4 Oo tLp.ewis meet) 5 Per ° neriod MM sae \ eLement Prato. at (ars are HOGe 
fom) ( (Yrs) Veeete (55) Coa: 
ee OLN EARN EOS NRTA ERSTE Ey SOLER Ee RR i cnhtaicsaas demecneaame nti ee ee eee er en nN 
~gypt 25 , Joint Investment Compaay 
Paxistan . 46 | Eauity Investment in Oil 
iierinery 
11 Participation in Fertilizer 
Plant 
South Korea 20 oes ) 15 9g _ Chemical & Heevy Industries 
Spain 25.4 8.25 15 (9) 
Pakistan (15) . | Participation in joint farm 
. venture 
" 20.2 Increase in share in ferti- 
, iizer plant 
Industrial joint venture 


“Orocco ° 
company 
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dion Concessional economic assistanee in 1974 and carly 1975 


Veen a+ a + (Town. yes Tce rye . 

Comnmit-=- Interest Grace Me tarity Grant, Tisoucse- 

oo - 4 : -y 4 a. ere base Cie. et ae « . , <y ea 
tS rate berled (Yeu) element FMenis Paros] 
(Le _ fein Li era Lio y sae fon ‘ 
CER) (45) (Yn (+3) er) 


ame egal ee eo 


25 Share in Joint Reconstruction 
Company 
283 Share in Joint Industr:.al 
Investment Company 
400 Additional Credits for the 
two joint companies 
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THE IMPACT OF HIGHER OIL PRICES ON ECONOMIC GROWTH 
IN 1976-77 


Over the longer-run, the effect of a $4 oil price 
increase would be to retard and mute economic recovery 
in the major foreign developed countries. We expect that 
GNP growth in these countries would average 5% annually 
in 1976-77 if the oil price hikes was no-more than Sl. A 
large price boost could chop as much as 3 to 4 percentage 
points from economic growth in 1976 and possibly an 
additional percentage point in 1977. The direct deflationary 
impact of a large oil price hike on trade volume, consumer 
incomes, and business expectations would be reenforced 
by the tendency of most governments to delay planned 
expansionary actions because of renewed payments problems 
or concerns about inflation -- every $1 ei price increase 
adds about 0.4% to wholesale prices. | 
Following a possible decline in Output in these 
countries in the first half Of 1976, their cpmposite GNP 


in the second half probably would rise at an annual rate 
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of only several percentage points, about a third of the 
increase possible in the absence of any oil price hike. 
GNP for the year probably would show Slight growth. In 
1977, economic growth would pick up Substantially as long 
as Oil price increases dia not exceed wholesale price gains. 
The contractionary impact of the oil price increase would 
be worked off by early 1977, and a delayed expansionary 
shift in economic policy would stimulate economic activity 
in most countries. The pace of the 1977 upturn is dit ificure 
“to predict at this juncture. We think, however, that it 
will be considerably slower than would occur in the second 
half of 1976 in the absence of any Oil price increase. 
Although delayed and probably watered down, expansionary 
measures probably would be forthcoming in early 1976 despite 
a large oil price increase. 
e Bonn's concern about inflation would delay but 
not cancel moderate spending increases because of 
fational elections in October 1976; growth in 
1976 propably would be on the order of 1% to 28 
instead of the 4% to 5% that Schmidt had hoped 
to deliver to the voters.: 
@ Tokyo probably would issue an abbreviated version 
of the stimulative package now planned for the fall 
of 1975; economic growth would almost certainly be 


less than half the 73 it might otherwise have achieved. 
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Paris, traditionally more concerned about unemployment 
than most countries, probably would loosen monetary 
and fiscal policies in early 1976; overall France 
might be able to achieve a 3% growth rate, half the 
potential rate without a oil price increase. 

London, fortuitously expecting a substantial flow of 
North Sea oil by the end of 1976, probably would 

opt for some sort of fiscal ere to acaba a con- 
frontation with the labor unions; economic growth 
probably would be slightly pastes but well below 
the 3%-4% possible without a large oil price 
increase. 

Rome, with its Shaky international credit rating, 
will find the large increase in its current account 
deficit a major constraint on domestic reflation; 
the economy probably would stagnate throughout 


1976 instead of growing around 43, 


* 


impact of Higher Oil Prices on Trade and Current Account 
Balances in 1976 
Se Er TO 


Increases in the price of crude oil from $1 to $4 per 
barrel would increase the world's oil import bill by 
$10 to $40 billion in 1976 if the volume of oil imports 
were unchanged. The bulk of this bill will be paid by OECD 
countries, with the UK, Italy, and Japan bearing the 


largest burden in relation to GNP. 


Large increases in oil costs would result in reductions 
“in Oil demand, but enough to offset only a fraction of the 
impact of higher prices. Economic growth would be slower 
because of the combined deflationary effect of larger trade 
deficits and less expansionary, anti-inflation government 
policies. At the same time, some countries would do what 

they could to ration oil imports without disrupting economic 
activity seriously. We estimate the demand for oil imports 
would be reduced by about 7% in 1976 if the price of oil 

were pote by $4 per barrel compared with the expected demand 
if oil prices rose by no more than $l. This estimate, however, 
considers only the effect of lower levels of economic ACEAVity 


and not of possible direct rationing. 


Large receipts from oil exports would not lead to 


larger growth of OPEC imports, which are already 


constrained by absorbtive Capacity. The resulting balance 
of payments deficits in consuming countries will entail 
major recycling problems. These deficits for OECD 
countries are likely to increase in 1976 even if the price 
of oil were unchanged. In 1977, the OPEC Surplus and 

OECD deficits will decline if oil prices increase no more 


than the overall price level. 


IMPACT OF OIL PRICE RISE ON 1976 


Increased Imports - 1976 
(Billion US. $) 


Price Rise Other 

Per Barrel Total United United West OECD Non-oil 
(Dollars) World —_OECD States Japan France Italy Kingdom Germany Countries LPCs 

1 10.0 9.1 2a2 1.9 0.9 0.7 0.8 1.0 Ls6 0.9 

2 204.0 Lo g2 4.4 329 1.8 ae: 6 2.0 Saxe Sires: 

3 30.0 27.3 6.6 5.7 Zack 2d 2.4 3.0 4.8 Qacd 

4 40.0 36.4 8.8 7.6 3.6 2<8 sae 4.0 6.4 326 

Current Account Position 
OPEC 

1975 AS. -19.3 3.51/ -0.5 -1.5 -~3.3 ~4.5 8.0 -21.0 -22.0 

1976 ($1)2/48 -32.5- -4.0 . -3.5 -3.0 -3.0 -4.0 6.0 -21.0 -21.0 

| 1976 ($4)3/69 =50:0 LOG “S70 -5.0 -5.0 26.0 4.0 -~23.0 “93.0 


de OECD Estimate. 


2. Based on OECD estimate for first half of 1976 plus the higher imports resulting from a $l 
per barrel price increase. 

3. OECD estimate for the second half of 1975 is assumed to carry through both halves of 1976; 
higher imports resulting from a $4 per barrel price rise is then added. 
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